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PREFACE 
‘ow Academy of Political Science devoted its Sixty-fifth 


Annual Meeting to a discussion of the timely and 

highly controversial subject of “ European Recovery ”. 
It was to be expected that sharp differences of opinion would 
develop, for nothing more profoundly affects Americans, as 
they move from war to peace, than the political and economic 
conditions within Europe’s boundaries. The divergent points 
of view, here set forth, should help to clarify issues which too 
often seem blurred and confused. As Captain Harold Stassen 
remarked, in his forthright proposals concerning the use and 
control of atomic power, there can be no intelligent decision in 
any area of public policy unless men and women have the cour- 
age to state their ideas and then subject them to rigorous and 
discriminating criticism. Only in the open forum can dem- 
ocratic processes exert their full measure of strength. 

In that spirit the sessions at the Hotel Astor in New York 
City on November 8, 1945, may be regarded as an important 
forum for the initiation of a widespread discussion of Europe’s 
plight, within a world still sorely torn by the most destructive 
war in history. 

A few words here are wholly inadequate either to convey to 
the distinguished speakers the thanks of the Trustees of the 
Academy, or to express appropriate appreciation to the Com- 
mittee on Program and Arrangements. This volume of Pro- 
CEEDINGS is the evidence of their work. The Committee’s mem- 
bership included: Wesley C. Mitchell (Chairman), Miss Ethel 
Warner (Director), W. Randolph Burgess, Nicholas Murray 
Butler, Frederic R. Coudert, John W. Davis, Lewis W. Douglas, 
Pierre Jay, Grayson L. Kirk, Thomas W. Lamont, Sam A. 
Lewisohn, Henry R. Luce, Charles Merz, Shepard Morgan, 
George Roberts, Alfred P. Sloan, Jr., George A. Sloan, Arthur 
Hays Sulzberger, Eliot Wadsworth, Leo Wolman. 


(iii) 


= 


CONTENTS 


Preface 


Part I: Europre’s ECONomMic PROBLEMS 


Wesley C. Mitchell Introduction 

Edward S. Mason Economic Relationships Among 
European Countries 

John M. Cassels The European Food Problem .... 

Charles J. Potter Europe’s Coal Problem 

I. de Vegh International Aspects of England’s 
Reconstruction 

Warren S..Thompson Social and Economic Consequences 
of Wartime Migration in Europe 51 


Part II: Europe’s Economic Prosiems (Continued) 


W. Randolph Burgess Introduction 
Isador Lubin Reparations Problems 
Robert Warren Europe’s Financial Needs 


PoLiTICAL PROBLEMS IN EUROPE 


W. Randolph Burgess Remarks 

John J. McCloy American Occupation Policies in 
Germany ... 

Leon Henderson Political Problems in Europe: Dis- 
cussion 


Part III: From War To PEACE 


Lewis W. Douglas Introduction 

John J. McCloy Personal Impressions of World 
Conditions ... 

Harold E. Stassen Atomic Control 


(iv) 


PAGE 
«ate 
. 
79 
80 | 
92 
| 
96 
98 | 
103 
|_| 


PART I 
EUROPE’S ECONOMIC PROBLEMS 


INTRODUCTION * 


WESLEY C. MITCHELL, Presiding 


Professor Emeritus of Economics, Columbia University 
Director, National Bureau of Economic Research 
Trustee of the Academy of Political Science 


HAVE the honor of opening this first session of the Sixty- 

] fifth Annual Meeting of the Academy of Political 

Science. The general subject, as the program indicates, 

is “ European Recovery”. The sessions this morning and this 

afternoon will be devoted to a discussion of “ Europe’s Economic 

Problems ”, in which several distinguished authorities will par- 
ticipate. 

It is one of the traditions of the Academy of Political Science, 
which I fancy has helped to win it the respect of the public, that 
it wastes no time upon elaborate introductions of its speakers, 
assuming that you come to hear what these gentlemen have 
to say rather than to listen to forced efforts on the part of the 
presiding officer. 


I shall, therefore, without more ado, introduce the first of 
our speakers, Professor Edward S. Mason of Harvard University, 
whose subject is, ““ Economic Relationships Among European 
Countries”. Professor Mason! 


* Opening remarks at the First Session of the Annual Meeting. 
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ECONOMIC RELATIONSHIPS AMONG 
EUROPEAN COUNTRIES 


EDWARD S. MASON 
Professor of Economics, Harvard University 


ships without looking over one’s shoulder at the cloud 

formations which portend the state of the political 
weather. In a situation where the Powers great and small are 
either putting up their own umbrellas or maneuvering to get 
under the umbrellas of others, trade channels and foreign eco- 
nomic policies are bound to be affected. Although my sub- 
ject is limited to economic relationships among European coun- 
tries, I must, therefore, of necessity pay some attention to the 
security considerations which are affecting a realignment among 
these countries. 

It has long been my belief that, in the European sphere, two 
of the most important contributions to the maintenance of peace 
and prosperity in the world are (1) the avoidance of a split be- 
tween East and West and (2) the attainment of a high level 
of intra-European trade. Currently the prospects of the second 
contribution appear dim mainly because of the impending fail- 
ure of the first. It was not impossible—at least until recently 
—to conceive of a large group of European states maintaining 
a position of relative neutrality and independence as between 
Russia on the east and the Anglo-American Powers on the west. 
There are those who hold that the concept of relatively neutral 
bears a close affinity to the difficult concept of relatively preg- 
nant. On the contrary, neutrality permits of a wide range 
of possibilities. The United States undeniably possesses a sphere 
of influence in the western hemisphere but this does not prevent 
the countries of this hemisphere from having substantial inde- 
pendence in their foreign policies. In time of emergency the 
United States could not and would not tolerate anti-American 
governments in neighboring states; no more could or would 


I is impossible these days to talk about economic relation- 
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Russia in her security zone. But this does not necessarily imply 
that neighboring states are pawns to be moved here or there in 
a political chess game. It was possible until recently, I have 
said, to imagine that a substantial group of European states 
might emerge from the war in such a position of relative inde- 
pendence. My own final awakening from this dream—already 
troubled—may be dated a few weeks after Yalta when apparent 
agreement relating to the Balkan states turned out to be no 
agreement at all. 

Turning to the second point, few people in this country have 
realized the importance of intra-European trade to the standard 
of living of at least the western European countries, and the 
significance of this trade for the maintenance of prosperity in 
other countries of the world. In the years before the war, 
more than one third of the total volume of world trade con- 
sisted of exports from and imports into the countries of Europe, 
exclusive of Great Britain and Russia. Substantially more than 
half of the foreign trade of European countries was intra-Euro- 
pean trade. In 1938 the industrial countries of western and 
northern Europe found markets for 67 per cent of their exports 
in Europe and drew from Europe 56 per cent of their imports.” 
The mainly agricultural countries of the rest of the continent 
were even more dependent on intra-European trade. Intra- 
European trade supplied to the relatively small economies of the 
continent some of the advantages conferred on the United States 
by the size of our domestic markets. A substantial diminution 
of that trade could not take place without causing a serious de- 
cline in European standards of living. The very large pre-war 
European imports of raw materials from the rest of the world 
were dependent on the maintenance of these standards. If 
the restoration of the network of intra-European trade is seri- 
ously impeded by political or other forces, the prospects for 
peace and prosperity in the world are inevitably and seriously 
damaged. 

In fact the restoration of that network is endangered by many 
influences, domestic and international. Considerations of time 
and space will limit my remarks to three of the international 


1 League of Nations, The Network of World Trade (Geneva, 1942), p. 68. 
The pre-war trade figures quoted in this paper are taken from the above- 
quoted source and from a companion volume, Europe’s Trade (Geneva, 1941). 
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questions which appear to be of greatest significance for the 
future of economic relationships among European countries. | 
shall be concerned with the implications of the Russian security 
zone, of the treatment of Germany and of British trade policy. 
Since each one of these subjects is a large morsel, indigestion is 
not precluded. Any consideration of the future of European 
trade relations must, however, at least nibble at these questions. 


The Russian Security Zone 


At the London Conference of Foreign Ministers, questions 
involving the relations of Russia to those countries which con- 
stitute what we are apparently destined to know as the Russian 
security zone seem to have been primarily concerned with the 
acceptability of the existing governments. Are these govern- 
ments fit company for the society of nations and, if not, what 
conventions must they satisfy? These are important questions. 
But also of importance and of more relevance to our subject 
is what has been happening to economic relations between those 
countries and Russia. At the present time Russia is engaged in 
obtaining large quantities of existing stocks and equipment from 
Bulgaria, Rumania, Finland and Hungary, and to a smaller 
extent Austria, justified as reparations, war booty and restora- 
tion of looted property. With these countries, and also with 
Yugoslavia and Poland, Russia has entered into extensive barter 
arrangements, exchanging in.the main industrial raw materials 
and fabricated products for foodstuffs and other raw materials. 
Russia has entered into longer-run agreements with the Ru- 
manian and Hungarian governments for the joint exploitation 
of the economic resources of these countries. A similar agree- 
ment, limited to oil, has been proposed to Austria. An agree- 
ment with Poland provides for fairly extensive shipments of 
capital equipment from Russia for purposes of industrial devel- 
opment.” 

The effect of these arrangements is, for the time being, to 
channel the whole of the exports from this large area into Russia 
and to limit such imports into the area as are made available, 
to Russian sources. The trade agreements are of course entirely 
intergovernmental and lay the basis for a continuation of state 


2 On these arrangements see the Londun Economist, September 1, 1945 and 
the New York Times, September 25 and October 17, 1945. 


[464] 


No. 4] ECONOMIC RELATIONSHIPS 5 


trading throughout the whole area. Is this rechanneling of 
eastern European trade likely to persist indefinitely? If so, what 
effect will it have on intra-European trade and other economic 
relations? What will be the effect of this reorientation of eco- 
nomic relationships on the Russian economy and on her trade 
with the rest of the world? Unfortunately the answers to at 
least the first two of these questions do not seem to involve any 
large amount of speculation. 

The transfers, to date, of reparations, war booty and loot, 
which have of necessity been pretty much limited to existing 
stocks and equipment, would seem to have been on a scale which 
can hardly fail to affect the ability of Bulgaria, Rumania and 
Hungary to export. This will not, however, prevent the exac- 
tion of reparations from current output. Taking account of 
the absence of transfer difficulties and the magnitude of Russian 
requirements it seems probable that a high fraction of the ex- 
port capabilities of the former German satellites will be devoted 
to supplying Russia with reparations for many years to come. 
Such additional export surpluses as these countries may be able 
to generate appear to be destined for Russian consumption by 
barter agreements. This is also true of the exports from Poland 
and Yugoslavia. Russia appears to be able to export to these 
countries such manufactured articles and industrial raw ma- 
terials as may be necessary to keep their economies functioning, 
though the terms are likely to be extremely unfavorable. 

This rechanneling of the foreign trade of eastern Europe is 
the more remarkable in that before the war the trade with Russia 
of four of the six countries involved was negligible and even for 
Poland and Finland amounted to no more than a few million 
dollars annually. All these countries were in the main exporters 
of raw material to, and importers of manufactured products 
from, central and western Europe. For all but Finland, Ger- 
many was by far the largest market for exports and source of 
imports. In addition to the countries mentioned it seems prob- 
able that the foreign trade of both Austria and Czechoslovakia 
which, before the war, was also more closely linked with Ger- 
many than with any other country will now be largely oriented 
toward Russia. 

It should be noted that, apart from Finland and Czechoslo- 
vakia, the foreign trade of the countries here under discussion 
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was small. In fact inability to export or import except in tri- 
fling quantities was both a measure and a condition of the low 
level of economic existence in this area. Even Poland, the 
largest of these countries, exported a value of only $220,000,000 
in 1938 and imported less than $250,000,000. The losses, then, 
to intra-European trade, if commerce persists in its new chan- 
nels, are eastern sources mainly of foodstuffs and raw materials 
and outlets for western and central European manufactured 
products, which amounted before the war to a few hundred 
million dollars per annum. In the absence of political pressure 
there is every reason to believe that this trade would presently 
resume its western orientation. For the immediate future, how- 
ever, the political facts of life seem to be more important than 
the economic. 

The implications of events in eastern Europe for the struc- 
ture of intra-European trade are all too clear. The implica- 
tions of these events, however, and of internal Russian develop- 
ment for Russian trade with western Europe and the rest of the 
world are far from clear. The integration, whether partial or 
complete, of the predominantly agricultural economies of east- 
ern and southeastern Europe into the larger Russian economy 
should make possible the diversion of additional resources to 
manufacturing industries. It is probable that Soviet produc- 
tion, after the long period of expansion of heavy industry in- 
volved in the three Five Year Plans and the war, will now turn 
more extensively to the manufacture of consumers’ goods. It 
can be argued that since such manufacture does not have the 
same significance for national security as does heavy industry 
the U.S.S.R. will pay more attention to comparative costs and 
engage in a more selective program of importing and producing 
for export. On these matters one guess is about as good as 
another. My own guess would be that regard for self-sufh- 
ciency is fairly basic in Russian planning and that, although 
foreign trade will increase somewhat, the increases will not be 
large. 

If Russia succeeds in borrowing on a large scale from this 
country, her imports will of course increase, but there is no 
reason to believe that these funds will be so used as to increase 
permanently her volume of foreign trade. Russian gold hold- 
ings and gold production, together with some small increase in 
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the export of traditional articles such as timber, furs and oil, 
would be sufficient to finance interest and retirement charges on 
a debt of the size customarily discussed. This, by the way, is a 
consideration which should influence our lending policy. Unless 
we are willing to lend merely to increase employment with the 
certainty that when the debt is repaid the difficulty of main- 
taining employment will also be increased, the considerations 
which justify foreign lending run pretty largely in terms of 
the encouragement of economic development, the advantages of 
which are shared through the resulting expansion of world trade. 
There is no assurance in the case of Russia that the advantages 
would be so shared. 

The one consequence for world trade of recent economic 
events in the Russian security zone which is clear is that the 
channels of intra-European trade are being profoundly altered 
and perhaps permanently. Whether political considerations 
will continue to outweigh economic considerations indefinitely 
is merely one aspect of the larger security problem facing this 
post-war world. Let us turn now to a consideration of the con- 
sequences of policy toward Germany for intra-European trade. 


Policy Toward Germany 


The bulk of the very important intra-European trade in the 
years before the war was trade between the industrial countries 
of western, northern and central Europe.* A substantial frac- 
tion of this trade consisted of exchanges of coal and iron ore, 
but most of the rest was made up of the exchange of manu- 
factured goods on which the different countries making up this 
group specialized. The central position of Germany, the excel- 
lence of her railway communications and the size of her domestic 
market gave Germany a strong competitive position in this 
trade. Despite Nazi attempts at self-sufficiency German ex- 
ports in 1938 still amounted to over two billion dollars and her 
imports to over 1.7 billions. Despite Nazi attempts to divert 
German trade to countries producing raw materials, her com- 
merce with industrial Europe remained over 40 per cent of her 
total trade. In 1928 it had been over 50 per cent. Industrial 
Europe was bound together by a trade network of vital impor- 


8 Austria, Belgium-Luxembourg, Czechoslovakia, France, Germany, Italy, 
Netherlands, Sweden, Switzerland. 
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tance to the continued prosperity of the area and Germany was 
at the center of this network. 

At the present time, of course, trade between Germany and 
the world is at a complete standstill. Except for the removal of 
equipment and stocks from the eastern zone into Russia, a cer- 
tain amount of restitution of looted property to the West, a 
small export of electric power, and some shipments to occupying 
forces and displaced persons chiefly in the British and American 
zones, nothing is moving into or out of Germany. Of highest 
immediate importance, in view of European needs, are an in- 
crease in German coal production and the restoration of trans- 
port facilities from the Ruhr to carry this coal to neighboring 
countries. Beyond these immediate problems, however, lies a 
series of questions, the answers to which will go far toward 
determining the future course of European trade. 

In order to put these questions in their proper setting, account 
must again be taken of the underlying political aims and security 
considerations now shaping policy toward Germany. If a dan- 
gerous cleavage between East and West in Europe were to be 
avoided, one of the essential conditions was the administration of 
Germany as an economic and political unit in accordance with 
principles mutually acceptable to the occupying Powers. It 
was of vital importance that standards of living, reparations 
exactions, and policies of demilitarization and economic demobi- 
lization be approximately uniform throughout Germany. The 
conditions imposed on Germany might be harsh or they might 
be lenient; it was imperative that, whether harsh or lenient, they 
be similar in the different zones. The need for uniform policies 
increases with the length of the period of occupation and the 
magnitude of the governmental task contemplated. If victory 
over Germany were to have been followed by a short period of 
occupation to complete the smashing of the German war econ- 
omy and the liquidation of a large segment of Nazi personnel, 
it would not have made much difference whether smashing tech- 
niques and results were approximately uniform in the zones of 
the different occupying armies. Since, however, Germany is go- 
ing to be governed by occupying forces for a considerable period 
of time to accomplish far-reaching objectives, it is important, if 
the partition of Germany into spheres of western and eastern 
influence is to be avoided, that Germany be governed as a unit. 
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The argument, by the way, against the division of Germany into 
a number of smaller states is not merely that such a division 
would create economic difficulties or would prove for political 
reasons impracticable; the argument is that partition cannot take 
place except under conditions which would force the separate 
parts into alignment with the neighboring great Powers. Par- 
tition of Germany would accentuate the cleavage between East 
and West in Europe. 

Yet partition obviously is well under way. It is unnecessary 
to trace the steps by which this result is being brought about. 
Perhaps it is inevitable in a four-Power administration of Ger- 
many. Joint Anglo-American conduct of military government 
in Italy proved difficult enough. A four-Power administration 
with separate occupation zones immeasurably increases the diffi- 
culties of uniform administration. 'Whatever the basic causes, 
the most striking indication to date of the flow of events toward 
partition is the Potsdam decision on reparations. Instead of 
treating Germany as a unit for reparation exactions, Russia is 
invited to collect her share from the eastern zone and the west- 
ern Powers from the western zones with the proviso that 10 per 
cent of collectible supplies and equipment in the western zone, 
over and above German needs, shall be supplied to Russia on 
reparations account and an additional 15 per cent in exchange 
for shipments of equivalent value from the eastern zone. If 
reparations policy were independent of other objectives with 
respect to the German economy this might be considered a sat- 
isfactory compromise. But what is taken out of Germany on 
reparations account unfortunately affects the administration of 
the other announced purposes of occupation: economic demobi- 
lization, and the maintenance of a standard of living no higher 
than that endured by surrounding populations. If one zone is 
stripped of productive equipment while other zones are not, it 
becomes impossible to maintain anything like uniform levels of 
living throughout Germany no matter what that level may be. 
How the reparations decision is to be reconciled with the Pots- 
dam intentions to establish common economic policies through- 
out Germany it is difficult to see. 

This is not necessarily a criticism of the policy of the Amer- 
ican government on German reparations. No one is in a posi- 
tion to criticize who is not fully aware of the obstacles to an 
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alternative decision. It may well be that, in view of all cir- 
cumstances, the Potsdam reparations agreement was the only 
practicable course of action. If so, events have already pro- 
ceeded far toward partition of Germany into eastern and west- 
ern spheres of influence. To the extent that this is so, the treat- 
ment of Germany and of Germans will inevitably be different 
in the different spheres and inevitably a source of suspicion and 
of friction. Trade between East and West may be limited to 
the barter exchange contemplated by the reparations agreement. 
The import and export program for Germany as a whole as 
planned at Potsdam may become import-export programs for 
the two halves of Germany. 

The future position of Germany in intra-European trade 
clearly depends very much on whether there are going to be two 
Germanies or only one. If there are two, there is every reason 
to expect that eastern Germany will be integrated into the econ- 
omies which make up what is becoming the Russian security 
zone. If that is so, western Germany in order to live would 
have to develop a greater degree of specialization, a larger foreign 
trade, and a closer economic interdependence with the rest of the 
world than would otherwise be necessary. 

Whether or not Germany is treated as an economic unit is, 
then, the first important question mark in attempting to fore- 
cast the future position of Germany in intra-European trade. 
The second is the course which may be followed with respect to 
de-industrialization in Germany. Obviously policy toward a 
reduction of Germany’s industrial capacity is closely linked to 
repafations and to the standard of living which it is considered 
desirable to maintain. A standard of living being given, the 
larger reparations payments out of current output, the greater 
Germany’s industrial capacity would have to be. This obvious 
relationship has defined the British and the American position 
against large reparations. This issue has, however, become 
academic since it is already clear that no, or at most negligible, 
reparations from current output can be collected from Germany, 
unless the United States is willing, as after the last war, to fi- 
nance German reparations payments. 

We have, however, this time affirmed as a guiding principle 
that payment for imports into Germany shall be a first charge 
on exports from Germany. Since, at any standard of living one 
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wants to choose, imports into Germany are going to exceed ex- 
ports for a long time to come, the possibility of reparations from 
current output is out of the window. By the time Germany 
has recovered sufficiently to balance her external accounts the 
accumulated deficit on previous imports is apt to be so large 
that, if the first charge principle is followed, any export balance 
will be exhausted in meeting the deficit. We may, therefore, 
rule out reparations on current account as a factor determining 
Germany’s future position in world trade. 

There remains for consideration policy toward de-industrial- 
ization and the standard of living which is sought to be attained 
in Germany. The Potsdam Declaration envisaged for Germany 
a “ production and maintenance of goods and services required 
to meet the needs of the occupying forces and displaced persons 
in Germany and essential to maintain in Germany average living 
standards not exceeding the average of standards of living of 
European countries.” Preliminary findings of American ex- 
perts indicate that this standard might be interpreted to mean a 
per capita consumption in Germany perhaps three-fourths as 
high as in 1938, or about equal to consumption in Germany in 
1932 at the depth of the depression. These findings also indi- 
cate that even on favorable assumptions it will probably not be 
possible to attain these standards until three years after the end 
of the war. 

The standard of living is a very fuzzy and elastic concept. It 
could embrace a wide variety of combinations of consumers’ 
goods and services. However, if the combination bears any 
resemblance to what Germans previously consumed or to what 
other peoples in continental Europe consume, it is certain that 
it cannot be maintained in Germany without a substantial vol- 
ume of foreign trade. But the volume and character of that 
trade may be considerably influenced by the policy adopted to- 
ward German production facilities. This brings us to the ques- 
tion of de-industrialization. 

The Potsdam policy is oriented in the direction of maximum 
self-sufficiency for Germany. ‘“ Production of metals, chemi- 
cals, machinery and other items that are directly necessary to a 
war economy shall be rigidly controlled and restricted to Ger- 
many’s approved post-war peace time needs....” The German 
steel industry would be reduced to a suggested 7 million tons of 
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ingot capacity as compared with a pre-war capacity of 25 mil- 
lion tons, and other heavy industries proportionately. This 
would, of course, deprive Germany of her principal pre-war ex- 
ports and she would have to turn to the maximum extent pos- 
sible to domestic production of formerly imported products. The 
extent to which this is possible, however, is distinctly limited. 
Germany would still have to import large quantities of materials 
which could not be domestically produced. To pay for the im- 
ports she would have to develop an export of substantial volume 
pretty much limited to coal, potash and a very few other basic 
products and to consumers’ goods not fabricated from heavy 
materials. Textiles and ceramics are suggested as possibilities. 
Whether this can be done remains to be seen. 

I rule out, as being unworthy of serious consideration, pro- 
posals for an agrarianization of Germany adequate to develop an 
export surplus of foodstuffs. Hitler’s efforts to stimulate agri- 
cultural output failed to achieve self-sufficiency for Germany 
although wheat and rye were produced at three times the cost 
of production outside of Germany. Since then Germany has 
lost 25 per cent of her arable land and, if the existing program 
of population transfer is carried through, will have somewhat 
more than 60 million people to feed from her restricted territory. 
We are asked to believe that Germany could then develop a sub- 
stantial export of foodstuffs in a world which will already be 
glutted with agricultural surpluses. The proposal makes no sense. 

If the Potsdam industrial policy is carried through, the pros- 
pects are that the volume of German trade with the rest of the 
world will be much less than before the war; her exports would 
consist predominantly of finished consumers’ goods and of coal 
and potash; her imports would be predominantly the raw ma- 
terials needed for production of consumers’ goods. The exten- 
sive pre-war trade between Germany and the countries of 
western Europe would be severely diminished. These countries 
would have to look elsewhere for markets and sources of imports 
of manufactured products. Whether or not German heavy in- 
dustry could be transferred to neighboring countries is prob- 
lematic. It is one thing to destroy heavy industry in Germany 
and another thing to build or rebuild this industry elsewhere. 
These and other questions, however, cannot be pursued further 
here. We must turn to a brief consideration of a third major 
influence on intra-European trade, British commercial policy. 
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British Trade Policy 


The commerce of the United Kingdom in the period before 
the war was not so closely linked to the intra-European trade 
network as was the trade of the countries of western Europe. 
In 1938 about a third of the United Kingdom imports came 
from continental Europe and less than two fifths of British ex- 
ports were sold on the continent. British trade was more widely 
distributed throughout the rest of the world with an increasing 
percentage going to Empire countries. If, henceforth, the trade 
of countries making up the Russian security zone is largely or 
exclusively with Russia, Britain will lose some part of her cus- 
tomary European trade. If the volume of German trade suffers 
a permanent contraction, Britain may, on the other hand, fall 
heir to a part of this trade with countries outside the Russian 
security zone. Political considerations will undoubtedly aug- 
ment economic interests in encouraging the development of this 
trade relationship. If, however, the tug of war between East 
and West splits Germany in two, the subsequent integration of 
western Germany into the economy of western Europe will in- 
volve consequences for Britain’s trade with Europe which defy 
prediction. 

Meanwhile Britain is taking energetic steps to restore her trade 
with various countries in the continent. Since the summer of 
1944 she has entered into bilateral financial and trade agreements 
with Belgium, Sweden, France, Denmark and the Netherlands.* 
These agreements, which all follow pretty much the same pat- 
tern, accept the prevailing exchange control system, establish 
or recognize a rate of exchange, and provide sufficient credit on 
both sides to assure that trade will not be handicapped by lack 
of means of payment. These agreements are all technically dis- 
criminatory in the sense that the credits provided cannot be con- 
verted into other currencies, but must be used to pay for imports 
from the country participating in the agreement. Since, in the 
absence of such arrangements, it is doubtful whether much if 
any trade would move, it cannot be said that the discrimination 
is of a sort which might injure the interests of other countries. 
If, however, these arrangements extend beyond a period of trans- 
ition and are accompanied by such controls as may be necessary 


*The Department of State Bulletin, October 29, 1944; April 1, 1945; June 
3, 1945; October 4, 1945. 
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to keep trade in the channels which have been established, the 
basis will have been laid for a policy of great significance for 
the future course of European trade. 

We are told that the possible courses of action that confront 
England in the field of commercial policy are (1) codperation 
in a multilateral trading system with the rest of the world, (2) 
the formation of a preferential bloc of western European and 
Empire countries within which trade might be relatively free, 
and (3) the consummation of bilateral arrangements with in- 
terested countries.” We are further told that the conditions 
necessary to Britain’s codperation in a multilateral trading sys- 
tem are the maintenance by other industrial countries of the 
world—meaning the United States—of full employment, an 
acceptable balance of imports and exports, and a stable foreign 
economic policy.® It is no doubt highly desirable that the 
United States attain these objectives. I consider it questionable, 
however, whether Britain is in a position to be quite so “choosy” 
as this statement of conditions would imply. It furthermore 
seems to me doubtful whether the possible courses of action open 
to Britain are quite so clear-cut. 

On security grounds it would seem to be of great importance 
that Britain cement her relations with the countries of western 
Europe and her Empire without losing the good will of the 
United States. These security conditions set a very difficult 
problem for British commercial policy. It can be solved, I be- 
lieve, only by full British codperation in a multilateral trading 
system. The second and third choices are so inferior as to con- 
stitute, in effect, no choice at all. They may be feasible com- 
mercially but they cannot be embarked upon without seriously 
jeopardizing Britain’s power position in the world. The United 
States has no interest in jeopardizing that position; in fact, quite 
the reverse is true. We have a great interest, moreover, in estab- 
lishing the conditions necessary for multilateral trade. On 
grounds of both national security and economic interests, there- 
fore, it follows that such assistance as Britain needs from us in 
order to make possible her codperation in a multilateral trading 
system is a good American investment. 


5 Cf. Sir William Beveridge, Full Employment in a Free Society (New 
York, 1945), Part VI. 


6 [bid. 
[474] 


ao 


No. 4] ECONOMIC RELATIONSHIPS 15 


On the assumption that this investment is made, one may 
probably expect that the trade of western Europe will also be 
a part of a multilateral trade network rather than a part of a 
western Europe-British Empire preferential system. If western 
Europe can succeed in replacing the trade lost through a per- 
manent decline of Germany’s economic position, it will prob- 
ably be by way of an expansion of commerce with countries 
outside of continental Europe. Whether western Europe can 
replace this trade, whether western Europe can in fact again be- 
come prosperous with a Germany which is permanently de- 
pressed, is, however, a matter of grave doubt. 

To one who believes that a high level of intra-European trade 
and the avoidance of a cleavage between East and West can make 
an important contribution to peace and prosperity in the world, 
the present course of European events offers food for melancholy 
reflection. The absorption into the Russian economy of the 
trade of eastern and southeastern Europe is a thoroughly uneco- 
nomic development which can persist only if the potential power 
cleavage in Europe becomes a reality. If this should happen, 
a permanent partition of Germany between East and West ap- 
pears to be a real possibility. Whether or not partition occurs, 
a policy of thoroughgoing de-industrialization in Germany will 
reduce the volume of intra-European trade disastrously for years 
to come. The recovery of western Europe under these circum- 
stances becomes a much more difficult task. It is a task, how- 
ever, which can be facilitated by the establishment of the condi- 
tions necessary to integrate the economies of western Europe 
into a world network of multilateral trade. In the fulfillment 
of this task the United States has great interests, great resources, 
and great responsibilities. 


REMARKS BY THE CHAIRMAN 


CHAIRMAN MITCHELL: Our second paper, “The European Food 
Problem”, will be presented by Dr. John M. Cassels, who is with the 


Office of Food Program, Foreign Economic Administration. Dr. 
Cassels! 
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THE EUROPEAN FOOD PROBLEM 


JOHN M. CASSELS 


With Office of Food Programs, Foreign Economic Administration 
Former Professor of Economics, Harvard University 


r I “HE shocking thing for many of us to realize is that the 
worst of the food crisis in Europe is still ahead of us. 
Unless the seriousness of the food situation in Europe is 
recognized and adequate steps are taken to deal with it, we are 
likely to be faced with a trend toward disintegration and collapse 
rather than recovery. 

Production of food in Europe this year is lower, distinctly 
lower, than it was last year, and far below pre-war levels. At 
this stage, the maintenance of controls over production, collec- 
tion and distribution of food is much more difficult than it was 
in earlier years. 

Without substantial imports, the people of Europe in 1945- 
1946 will find themselves worse off than they were under the 
Germans. What this means for the prospects of general re- 
covery I need not argue here. Food is important both physi- 
cally and psychologically. Without sufficient food, the people 
of Europe will not have the energy that is demanded for suc- 
cessful efforts at recovery. The relation between adequate food 
consumption and the production of coal has been demonstrated 
during the past few months. Great efforts have been made, 
with some success, to increase the rations of miners. In the face 
of limited total supplies, however, that simply means that the 
more that goes to the miners the less there is for other workers. 
There immediately arises the question of other essential industries. 
If differential rations are needed for coal mining, what about the 
transportation industry? What about all the other industries? 

Psychologically, the people of Europe are less willing now, 
naturally less willing, to accept the deprivations that they went 
through during the war. Our Allied propaganda throughout 
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the war years led them to believe that as soon as the Germans 
were driven out, food would flow in freely. After V-E Day, 
that hope was deferred on the ground that shipping was not 
available. We had to continue the war with Japan. That war is 
now over. People in Europe expect food. They feel that they 
were promised it. They have been led to believe that they would 
get it, and, if it is not forthcoming, impatience and discontent 
are naturally to be expected. 

In humanitarian terms, the situation is grave and appealing. 
The amount of human misery there will be in Europe this winter 
through lack of food and lack of fuel is difficult for any of us 
to vision or believe. But our interests in this case go beyond 
the mere prevention of suffering, the prevention of starvation 
or unrest or disease. This is a case where hard heads will lead us 
farther than soft hearts. 

We have a vital stake in the recovery of Europe—economic 
recovery, social recovery, political recovery. Food in adequate 
quantities is an indispensable prerequisite for the restoration of 
stability and prosperity. A positive and realistic approach to 
these problems obviously demands in the first instance an objec- 
tive consideration of the factual evidence about the food situa- 
tion in Europe. 

You will notice that I did not say “facts”. I said “* factual 
evidence ”, because facts about the food situation are very dif- 
ficult to obtain. Consumption levels are difficult to measure in 
any country, even in peacetime. Under present conditions, all 
we can hope to do in trying to appraise the European food situa- 
tion is to get an idea of the general magnitude involved, get the 
broad outlines of the picture, with sufficient accuracy for the 
drawing of practical conclusions. 

I want to make an attempt to do that. It is foolhardy to try, 
because there are so many uncertainties in the situation, but I 
feel that it is necessary. At the outset I want to give an em- 
phatic warning that the figures I use are all subject to a wide 
margin of error. I present them, nevertheless, with confidence 
that they represent essentially the features of the picture that 
you are interested in. For their use in this discussion I take 
sole responsibility myself, but their validity comes from the 
work of many others more expert in this field than I. They 
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have been developed partly through work that various agen- 
cies have been doing on pre-war consumption and production 
in Europe. Current estimates are based on work that is being 
carried on codperatively at the present time by United States 
agencies in Washington, British agencies in London, U.N.R.R.A. 
representatives, military government units in European countries, 
and experts from the Allied countries concerned through what 
we have described as a Combined Working Party on European 
Food Supplies. 

It will be useful to begin with a somewhat crude comparison 
of the total supplies that were available in the European coun- 
tries before the war and the quantities that they are now able 
to produce for themselves. 

I have tried to sum up these estimates in three sets of charts. 
The first relates to six western and northern European coun- 
tries—France, Belgium, Netherlands, Denmark, Norway and 
Finland—grouped together because of similarity in circum- 
stances and the reflection of similar conditions in these figures. 
The total population of this group of countries is in the neigh- 
borhood of 70 million people. The distance between the two 
heavy vertical lines on the chart represents the total supplies 
that were actually used in pre-war years within those countries. 
The solid black bars represent production within those coun- 
tries before the war. The unshaded extensions of these bars 
represent imports. The crosshatched bars represent our esti- 
mates of production in 1945-1946. 

In order to get the scheme of the chart, let us look at the 
top bars representing grains. These six western and north- 
western European countries, before the war, produced 24 mil- 
lion tons of grain. They imported 8 million tons, giving them 
a total of 32 million tons of grain. Our estimate of what they 
are producing this year for themselves is 16 million tons. Pro- 
duction is only two-thirds as great as it was before the war. If 
these countries had no imports, their supplies would be only half 
of what they were accustomed to use in the period prior to 1939. 

In the case of potatoes, trade is of negligible importance. Pro- 
duction in these countries is down by about 20 per cent. In the 
case of meat, since this group included the Netherlands and Den- 
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mark, they had before the war a small excess in production over 
what they consumed themselves. Now, as you see, production 
is reduced by more than 40 per cent and they fall far short of 
meeting their own pre-war standards of production and supply. 

In the case of milk products the deficit in production, com- 
pared with pre-war production, is about 25 per cent. In the 
case of fats and oils, the characteristic feature was the large pro- 
portion of imports before the war. In 1945-1946, because of 
the shortage of feed, the reduction in output of butter, and so 
on, production will be less than 50 per cent of what it was before 
the war, and will amount to only 30 per cent of pre-war con- 
sumption. In the case of sugar, we see this same story. 

That is the picture summarized for six western and northern 
European countries, 


FIGURE 1 


1945-46 Propuction CoMPARED WITH PRE-waAR SUPPLIES 
WESTERN AND NorTHERN Evuropre * 


GRAINS 


POTATOES 


MEAT 


MILK 


FATS 


SUGAR 


* France, Belgium, Netherlands, Denmark, Norway, Finland. 


[479] 


j 
> 
, 
J 
, 
4 
> 


20 EUROPEAN RECOVERY XX] 


The next two charts are in the same design, but relate to dif- 
ferent groups of countries. The second shows the position in 
five Mediterranean and central European countries, including 
Italy, Greece, Yugoslavia, Austria and Czechoslovakia. The 
population of this area is close to 90 millions. Pre-war food 
imports were less important than they were for the western and 
northern European countries, but the picture is essentially the 
same. Production has been cut back substantially from pre- 
war levels. 

The third group to be considered consists of three Balkan 
countries, the eastern Balkans—Bulgaria, Roumania and Hungary 
—which before the war were sources of food supplies for central 
and western Europe. For each commodity except milk, produc- 
tion exceeded domestic consumption in those countries. In 
1945 there apparently has been some increase in output of pota- 
toes, but in all the other cases, there are now deficits from their 
own pre-war consumption levels. 

I repeat that those charts represent only a crude comparison 
of the present situation with that before the war. They are not 
a basis for planning because we cannot overnight restore pre- 
war conditions; but it is interesting, I think, to recognize that if 
that was our objective—if we were simply trying to make up 
those absolute deficits—we would require 26 million tons of food 
for the six western and northern European countries. We would 
need about 18 millions for the five Mediterranean and the central 
European countries, and we would need something like 4 or § 
millions for the Balkan countries that were previously exporters 
of foodstuffs. 

The critical character of the situation with which we are faced 
in Europe is obvious. The factors underlying the production 
declines are particularly important because of the bearing they 
have on the prospects for recovery. They divide naturally into 
two groups: one relating to what has happened in the last year; 
and the other concerned with the accumulated effects of the pre- 
ceding war years. 

This last year in Europe has been one of the most adverse from 
the point of view of weather and production organization that 
these farmers have ever faced. The drought in the Mediter- 
ranean area, extending up halfway through France, has been the 
worst that they have known in twenty years. That is a fact 


[480] 


No. 4] THE EUROPEAN FOOD PROBLEM 21 


FIGURE 2 
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that we need to recognize very clearly. The relief problems of 
this current year are in the nature not only of war relief, but 
also of drought relief. 

In addition to that, there were campaigns going on in some 
parts of Europe at the critical seasons of planting or harvesting. 
There was a bad winter last year that reduced the seeding of 
winter wheat. There has been actual war damage which took 
some fields out of production through their being mined or, in 
northern Italy and in Holland, through flooding. 

The extent of war damage is often exaggerated, but it did 
contribute significantly to the reduction of production this year, 
together with the shortage of fuel for refining sugar, the difh- 
culties of transportation, the lack of gasoline for tractors, and 
so on. 

Behind these immediate difficulties lay four or five years of 
wartime agriculture in which, from the production point of 
view, the shortage of fertilizers was probably the most serious 
limiting factor. Europe produced potash and it produced ni- 
trogen; and although during the war there was some difficulty in 
the distribution of those products, they were not among the 
most critical factors. The particular fertilizer that was most 
scarce and most important was phosphates, which before the 
war were derived in large part from phosphate rock imported 
from North Africa. 

Northwest Europe—the countries grouped together on our 
first chart—before the war imported 2 millions of tons of phos- 
phate rock, which constituted about two thirds of their phos- 
phate supply. The Mediterranean and central European group 
of countries imported about one million tons, about 90 per cent 
of the phosphate supplies that they used. The cutting off of 
those imports meant that, as years went on, the resources of 
phosphates in the soil were exhausted and there was a cumula- 
tive effect on the yields of crops. 

Other adverse factors were the loss of draft animals requisi- 
tioned by the Germans, shortage of fuel for tractors, in the case 
of France and to some extent in the Netherlands loss of man- 
power, deterioration of machinery, the lack of pesticides to keep 
down insects and weeds, and so on. 

Livestock numbers were reduced, but I think that we some- 
times misinterpret the causes when we attribute this entirely to 
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German requisitions. In the case of draft animals, the reduction 
can be directly attributed to German requisitions. There the 
requisitions were the governing factors. In the case of other 
livestock, the shortage of feed rather than German policy was 
the governing factor in bringing about a drastic reduction in 
many types of livestock, particularly in western Europe. 

A situation existed in which animals were literally competing 
with humans for food; and, in the case of poultry fed on grain, 
that competition was very direct. Consequently, in the west- 
ern European countries there were reductions in poultry num- 
bers that were astounding. In the Netherlands, for example, 
which had 28 million fowls before the war, flocks were cut down 
to 2 million. In other countries, the cuts were not quite so 
drastic, but adjustments were made along parallel lines. The 
other type of livestock that had to be most seriously reduced 
was pigs. They were cut in western Europe something like 40 
per cent, throughout Europe generally 30 to 40 per cent. At 
the other extreme, there were animals like sheep and goats that 
used pasture land which was least suited to produce human food 
directly. In those cases, the numbers were maintained and in 
some countries slightly increased. In the case of cattle, it is ob- 
vious that the governments and individual farmers made every 
effort to keep the cuts to a minimum, particularly in their dairy 
herds. Reductions ran from 10 to 20 per cent, varying from 
country tocountry. Milk yields went down markedly, showing 
that they kept larger numbers of cattle than they could feed at 
the highest output rate for current production. 

Those background factors, I think, are of significance when 
we consider the prospects of recovery. Some of them will take 
years to overcome; others can be overcome more quickly. If 
there are good weather conditions next year, the crop situation 
after the harvest may be very good. Cattle numbers will take 
time to repair. Poultry numbers can be restored most quickly 
of all the livestock. In one year, Denmark increased her num- 
bers by 40 per cent. That is the sort of possibility that lies ahead 
if the basic feed supplies can be made available and sufficient 
fertilizer provided to enable normal crops to be produced in 
Europe. 

From that brief description of what has happened, it is evi- 
dent that two changes took place in the food supplies of Europe, 
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one a decline in quantity and the other a deterioration in quality, 

The only way that the people of Europe could be provided 
during the war with the calories and the nutrients that they re- 
quired was by a substantial change in the character of the diet 
that they were eating. More calories and essential nutrients can 
be produced by direct food crops than by raising crops and feed- 
ing them to animals and eating the animal products. A greater 
consumption of direct crops relative to animal products means, 
of course, a less attractive diet. 

The relationship of their diets to ours can be summarized very 
simply as follows. We get only one third of our calories from 
grain and potatoes; we get two thirds from other foods which 
are generally considered more desirable. In the European coun- 
tries the people had to depend on grain and potatoes for about 
two thirds of their calories and only obtain one third from 
other types of products. In the case of a country like Yugo- 
slavia, this did not represent a marked wartime change. In that 
country, the people were always large eaters of grain. In the 
case of Poland, they were always large eaters of potatoes. But 
in the western European countries, the population had had more 
nearly our own pattern of consumption. The supplies now 
available represent a distinct deterioration in the quality of 
diet. In our fourth chart we have a summary of the situation 
with respect to the calorie levels that would be provided by 
indigenous production in various countries this year, as com- 
pared with what these countries consumed before the war. 

At the top are represented the United States levels before the 
war and in 1945-1946. The solid bar indicates pre-war con- 
sumption. The horizontally shaded bar represents an estimated 
consumption for this current year. You will notice, although 
you may not believe it, that, in terms of calories, our consump- 
tion has gone up since the pre-war period. The level then was 
something like 3,100 calories per head per day. The level in 
1943-1944 was about 3,200, and our level this year will prob- 
ably be close to 3,400 calories. 

The contrast with other countries is striking. In each case, 
running down the list—France, Belgium, Netherlands, Den- 
mark, Norway, Finland, Italy, Austria, Greece, Yugoslavia, 
Czechoslovakia and the Balkan countries—the solid bar repre- 
sents an estimate of their pre-war calorie consumption. The 
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FIGURE 4 
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horizontally shaded bar represents an estimate of the average 
calorie level for the population as a whole that we may expect 
to be provided by their own production in 1945-1946. The 
vertically shaded bar represents what will probably be available 
to nonfarm consumers from domestically produced supplies. 

One of the serious problems obviously is that available food 
supplies cannot be evenly distributed between farm and non- 
farm people, nor even among consumers in the nonfarm group 
itself. The consequent disparities are brought out roughly by 
the setting against one another of the horizontally and verti- 
cally shaded bars. 

The chart is largely self-explanatory, but let me point out 
one further thing. The first vertical line marks a level of 1,000 
calories. ‘The second indicates the 2,000 calorie level, and the 
third one represents 3,000 calories. We in the United States 
are well above the 3,000 line. Very few of the others could 
have consumption levels above 2,000 calories without substan- 
tial imports. 

In the actual process of working out import programs, it is 
necessary to consider commodity by commodity the needs of 
these countries, the relative needs of one compared with the 
other, the quantities that they can provide for themselves and 
the exports that can be made available by supplying countries. 
But in this summary treatment of the problems we may simply 
use wheat as a common denominator. Then suppose that we 
wanted to raise our allies to the level that they had under the 
Germans in 1943-1944, and to provide for the ex-enemy coun- 
tries a level of 2,000 calories on the average (which would obvi- 
ously mean much less for the nonfarm producers), it would 
take 444 million tons of wheat for the six western and north- 
ern European countries; and nearly 4 million for the central 
and Mediterranean countries. That would be a pitiful mini- 
mum to aim at—that our allies should be no better off than 
they were in 1943-1944. 

If, on the other hand, we aimed at the U.N.R.R.A. level of 
2,650 calories for Allied countries and if we agreed that ex- 
enemy countries should have 80 per cent of their pre-war levels, 
the import figures would go up substantially. As I work it out 
roughly, the six countries in the western and northern group 
would need to have something between 8 and 9 million tons 
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of wheat. For the Mediterranean and central countries the 
requirements would be between 6 and 7 million. 

To maintain Great Britain at her 1943-1944 level will require 
about 9 or 10 million tons in wheat equivalent. Germany is 
not going to be self-sufficient at a level that will enable people 
of that country even to survive. You might roughly estimate 
that 5 million tons might be needed in Germany. 

That is the picture, as I see it, of the food needs of Europe— 
the seriousness of the problem with which we are confronted. 

In this present calendar year we have shipped about 8 million 
tons, partly to Britain, partly to Continental Europe, partly to 
North Africa. From visiting in Europe, both with officials and 
in private homes, I am impressed by the gratitude that is felt 
toward us even for those amounts. There is no doubt that 
without those supplies the situation in Europe at the present 
moment would be very much worse than it is. The food we 
have sent has been of critical importance. 

We must not think, however, that the job has been finished. 
What we need to do in 1946 will be greater than what we have 
done this year. The question is whether we as a nation are 
willing to recognize that, although the shooting war is over, 
on the food front we still have to go on fighting. More than 
ever we must view our problems as a part of the problems of a 
world economy and a world society. 


REMARKS BY THE CHAIRMAN 


CHAIRMAN MITCHELL: Our third paper, “ Europe’s Coal Problem ”, 
will be presented by Dr. Charles J. Potter, the Deputy Fuels Admin- 
istrator for War in the Department of the Interior. Dr. Potter! 
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N° single item more significantly marks the industrial 


greatness of a nation than coal. For example, the 

United States is the world’s leading producer, followed 
by Germany and the United Kingdom; the newly expanded 
Poland, and Russia, are next. Japan was able to assume an im- 
portant position because of the coal it contracted. Countries 
with large coal deficits, such as France and Italy, are in the un- 
fortunate position of being dependent upon other nations for 
their coal imports. After the last war, Germany began forging 
the swords of World War II and saw to it that its coal was made 
available to those nations who would send back to Germany the 
endless products that were to be used to fight World War II. 
Internally coal was a source of Germany’s gasoline, lubricating 
oils, rubber, electrodes for the manufacture of aluminum, steel, 
gun powder—in fact, every essential munition of war. 

We all know how the Allied Air Force paralyzed the German 
war machine. In so doing, we paralyzed the ability of Germany 
to mine and produce coal. The physical destruction, coupled 
with the desire of the Allied Powers not to permit the German 
industrial machine to return to its pre-war status, creates an 
enormous void in European economy; for, to a much greater de- 
gree than in the United States, coal is the heart of European 
economy. Substitute fuels are meager. There is very little oil 
and practically no natural gas in Europe; both wood fuel and 
water power are strictly limited. Coal is thus the energy behind 
production. The drastic coal shortage’ means more than cold 
houses; it means unemployment and a general and severe depres- 
sion of.economic activity. This lack of coal means a very slow 
economic recovery for all of the nations of Europe. For many 
months ahead, Europe will need coal, and need it with the same 
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urgency as the United States needed jobs in 1932. A survey 
of the coal situation in the countries of Europe supports this 
conclusion. 


The United Kingdom Needs Coal 


At the beginning of the war, the United Kingdom exported 
almost 50,000,000 long tons of coal, about 70 per cent of which 
went to the continental nations. This enormous export poten- 
tial is now gone. After the fall of France and the disappearance 
of the continental market, the British government continued 
to stockpile coal from its unwanted production for a while. 
With invasion imminent, imperative demands for manpower in 
the Armed Forces and in munition industries shifted thousands 
of miners away from the collieries. War requirements for fuel 
began to rise, and no replacements for normal labor attrition 
were made available. Too late the government began to draft 
men into the mines. Efficiency in the mines declined percep- 
tibly for many reasons. The loss of experienced miners could 
not be offset by mechanization or other changes in operating 
methods. Another factor to be considered is unskilled labor, 
composed of men who did not like the mines and were not the 
slightest bit interested in mining coal. Stiff taxes and the pros- 
pect of nationalization proved discouraging to the owners. The 
British government struggled to prevent the labor force from 
falling, but production continued to decline and it was still 
declining in August of this year. Today, with exports at a low 
level, the United Kingdom is itself deficient in coal supplies. 
The British domestic ration of coal is 2.3 tons per year in the 
south and 3.3 tons per year in the north, irrespective of the 
size of the family or the house. Only with this kind of severe 
rationing is the United Kingdom able to keep her industrial 
machine at pre-war levels. 

Technological advances in mining in the United Kingdom 
have not kept pace with those either on the continent or in the 
United States. This, coupled with the substantial increase in 
wages (the average British coal miner now earns $25 per week 
compared with $11 a week before the war), is causing British 
coal to be the highest cost coal in the world. With a probable 
further increase in wages and the complete nationalization of the 
mines, it is my considered judgment that it will be at least five 
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years before increased supply and lower costs will permit the 
United Kingdom to be again a major factor in the world coal 
market. The British government might choose to force its coal 
on the market artificially, but even this cannot be done unless 
more coal can be produced. 


France Needs Coal 


When France was overrun by the Germans, she had been pro- 
ducing about three fifths of her normal peacetime requirements 
of coal. The Germans immediately diagnosed the economic 
problem and, while forcing the French mines to their maximum 
production, began to move German coal into France to offset 
the loss of British coal. The French miners were given the 
highest food rations; were the only ones to receive rationed 
clothing; were given substantial wage increases; and were given 
an allotment of coal to augment their income through sales of 
this coal on the black market. Slave labor was also forced into 
the French mines and this labor was used to offset the drop in 
productive efficiency due to the shortage of steel and copper for 
essential repairs and such items as lubricants and explosives for 
current operations. 

Before the invasion of France by the Allies, General Eisen- 
hower established a Solid Fuels Section directly under Supreme 
Headquarters Allied Expeditionary Forces. The main object 
of this Section was to establish a quick reopening of the French 
mines. United States Army Engineers, who were practical coal 
men, went into the French mines before all of the Germans were 
out of the mining camps. United States and Allied engineers 
started these mines in operation while they were still under 
enemy shell fire. The engineers were faced with the problems 
of no food, no clothing, no mine supplies, disrupted and de- 
stroyed transportation, and a terrific labor shortage brought 
about by the freeing of the slave labor, together with the dis- 
persal of French miners in search of food and clothing. In spite 
of these handicaps, by the time the United States Army was 
across the Rhine, French coal output was approaching 40 per 
cent of pre-war production. The French then took over the 
operation of the mines, working in codperation with §.H.A.E.F. 
Finally, after the dissolution of $.H.A.E.F., they operated the 
mines themselves and have increased the production to the re- 
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markable level of 85 per cent of pre-war tonnage in spite of the 
lack of proper facilities. They are still faced by unsatisfactory 
transportation, insufficient food, a critical lack of consumer 
goods, and a shortage of mine supplies. However, by over- 
manning the mines, production is continuing to increase. 
Normal French economy requires the importation of approxi- 
mately two and one-half million tons per month in addition to 
its own normal production. Today France is receiving in the 
aggregate only 60 per cent of her total peacetime requirements. 
The French government has and is continuing to recognize that 
its number one economic problem is coal, and without this item 
French economy cannot even approach its pre-war level. It is 
still short of the level of activity permitted by the Germans 
while occupying France. As a matter of fact, at the present 
time, France does not have enough fuel to rebuild her war dam- 
age let alone enough fuel to process food, transport supplies, 
or fight disease actively. Last winter, not enough fuel was made 
available for cooking; and without coal, food cannot be cooked. 

Monsieur Pleven, French Finance Minister, shortly after V-E 
Day, informed me that France would pay any price for coal and 
would take all she could get because France cannot live without 
this coal. He expressed the opinion that France could never 
have a stable government until substantial quantities of coal 
were made available. Today, France is taking all of the coal 
that her ports can handle. Her chief source of supply is the 
United States, then Germany and the United Kingdom. 

The redeployment of United States troops from Germany via 
the ports of Marseilles and Le Havre used several hundred thou- 
sand tons of coal a month and limits the transportation of com- 
modities, including fuel, in France. The shortage of coal brings 
about a further demand on the Allies for food, clothing and sup- 
plies. For example, immediately following the liberation of 
France, it was decided to manufacture a large quantity of tex- 
tiles in France, so that the textile industry in the United States 
could make more textiles available to the consuming public in the 
United States. The program was carefully worked out. All 
of the necessary raw materials were available, and transportation 
was assigned to haul these raw materials; however, it was sud- 
denly discovered that there was no fuel to operate the textile 
plants, and the plan had to be abandoned. Another example 
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will underscore the meaning of the lack of coal: France was 
forced to import many thousands of tons of sugar, while, at the 
same time, sugar beets were rotting in the French fields because 
there was no coal to transport the beets to refineries and there 
was no fuel to operate the refineries. 

Coal is the ““ pump primer ” of French economy. Unless coal 
is made available to France, and to other European nations, talk 
of free trade, the value of the franc or other currencies, the Four 
Freedoms, etc., is only academic. The French national income 
is several billion dollars below that necessary to maintain a stable 
government. The French government realizes this and is at- 
tempting to make the world understand its problems. 


Luxembourg Needs Coal 


In no country in western Europe is coal any more important 
to the national economy than in the Grand Duchy of Luxem- 
bourg. The Duchy is primarily an industrial country, but coal 
must be imported to operate the electrical, ceramic, and iron and 
steel industries. Coal comes primarily from Belgium—its best 
available source. In spite of the general European shortage of 
coal, the Allies have made coal available to Luxembourg by tak- 
ing it away from their own supplies. It was in Luxembourg 
that the United States Army manufactured the iron and rolled 
the steel to build the first bridges across the Rhine—work that 
was all done under shell fire. 


Belgium Needs Coal 


One of the least damaged of the countries seeing actual fight- 
ing was Belgium, and this country will return to its normal 
standards of living before such countries as France and the 
Netherlands. 

Foreseeing a situation in Belgium similar to that in France, 
S.H.A.E.F. placed United States mining men in Belgium imme- 
diately upon liberation and these men met and solved to a great 
extent the same problems encountered in France. The Belgian 
government placed coal mining as a number one priority item 
upon liberation and, as soon as part of Germany was conquered, 
it began, with the permission of $.H.A.E.F., to recruit liberated 
displaced persons for its mines, as well as assigning large numbers 
of German prisoners of war into its mines. The Belgian coal 
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operators, with the codperation of the government, began to 


train, feed and clothe these men with the result that Belgian 


coal production is now at 55 per cent of normal. Further, 
Belgium, in spite of her shortage, is exchanging part of her coal 
with countries, such as Switzerland, for critically needed mine 
supplies. Belgium is buying all the coal that she can get in the 
world market and this includes the purchase of very low grade 
anthracite fine coal from the United States to manufacture bri- 
quettes for domestic use. The Belgian government is taking all 
possible steps to conserve the use of Belgian coal and, together 
with the Dutch, offered to rebuild power lines to the brown 
coal fields of Cologne and utilize this available electric power 
to permit the use of coal in other fields of endeavor. Belgium 
still requires large tonnages of coal to manufacture steel, cement 
and glass to begin the rebuilding of her destroyed ports and 
cities. 


The Netherlands Needs Coal 


Hardest hit of all the Allies was the Dutch nation. The Neth- 
erlands was practically self-sufficient in coal before the war, al- 
though, before invasion by Germany, it was necessary to import 
large tonnages of gas coal for which it gave non-coking indus- 
trial coal. The Dutch willingly, upon radio advice from Lon- 
don, sabotaged mines, transportation, utilities, and the food proc- 
essing industries with the understanding that upon liberation 
the Allies would take care of the Netherlands. Up until a short 
time ago, there was very little coal available for public utilities 
which was used for the production of both gas and electricity. 
As a matter of fact, in a major portion of the Netherlands there 
was no electric power or gas. There was no coal to run indus- 
tries. There was no dissemination of news because newspapers 
could not be printed and radio stations were worthless because 
there was no electricity. The Dutch had no fuel with which to 
cook their food except by chopping down what few trees they 
had and further tearing up roads which had been paved with 
paving blocks. It has been impossible to pump the inundated 
areas, so that production in these agricultural areas is still a long 
way off. The Dutch crops this year were planted without any 
fertilizer and the government expects a maximum yield of 60 
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per cent. So far no fuel has been allocated to the fertilizer in- 
dustry, and unless fertilizer is produced and made available this 
winter, the Dutch food crop will be even smaller in 1946. Dutch 
factories cannot even manufacture essential mine supplies. There 
is not even normal clothing replacements for the Dutch miners. 
Coal production in the Netherlands is still only about 40 per 
cent of normal. Dutch income is still below 50 per cent of normal 
and it will be impossible to raise the national income except 
through a substantial importation of coal by the Netherlands. 
To accomplish this the Netherlands is purchasing about 100,- 
000 tons a month of United States coal in addition to receiving 
some from Germany. 


Denmark Needs Coal 


Denmark’s supply of coal before and during the war came 
from England and Germany. Since the destruction of trans- 
portation facilities and the collapse of German mining, Den- 
mark has had no source of supply of fuel. Although, during 
the German occupation, Denmark’s economy was at or above 
her pre-war level, she is now entering into a terrific slump. Only 
fuel for cooking, transportation and what little can be obtained 
for food processing is now being allocated. This will mean a 
decline in the production of foodstuffs which Europe needs so 
badly. The Danes will know their first real year of suffering in 
the next twelve months. 


Norway Needs Coal 


Pre-war Norway relied entirely upon imports of coal, chiefly 
from the United Kingdom, for her industries. She was supplied 
by Germany during the war. Norway is now receiving approx- 
imately 50 per cent of her minimum requirements of coal, and 
through the use of wood and hydroelectric power will be able 
to stage an economic recovery about as fast as Belgium. For 
future supplies of coal, Norway must look to Germany, Poland, 
or the United States in order to bring her economy up to or near 
peacetime levels. 


Italy Needs Coal 


Before the war, Italy imported in the order of 12,000,000 
tons of coal per year, of which 7,000,000 tons came from Ger- 
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many. Italy utilized practically all of this coal in the northern 
industrial areas. Railroads and industries of central and south- 
ern Italy primarily used hydroelectric power, which was de- 
stroyed by both the Germans and Allied armies in the fighting. 
This forced the Allies to use coal-burning locomotives as well 
as to use coal as a source of energy for the industries that were 
permitted to operate to aid the Allied armies. Destruction in 
the north of Italy was very limited and Italian industries 
would be ready to operate at peacetime levels if coal could be 
secured. The United States, which is the only source of supply 
for civilian coal, is shipping about 40 per cent of the amount 
of coal consumed by Italy before the war, and a large portion 
of this is being shipped for the operation of military railways 
and other essential military installations. It is obvious that it 
will be years before the Italian economy can approach a pre-war 
level, and huge importations of coal will be necessary to do this. 


North Africa Needs Coal 


While North Africa is not a European nation, it enters di- 
rectly into commerce with France, the United Kingdom and 
Italy. It is an important source of fertilizer and food. The 
Allied nations are and have been supplying North Africa with 
approximately 55 per cent of its normal coal requirements. It is 
needless to say that there are widespread suffering and disease in 
North Africa with this limited tonnage of coal being available. 


Poland Can Export Coal 


Poland before the war produced approximately 38,000,000 
tons of coal a year, but the westward expansion of Polish borders 
added to this country areas of Germany which had a pre-war 
output of about 30,000,000 tons, and during the war the pro- 
ductive capacity of the whole of Silesia was increased. Destruc- 
tion of the Polish transportation system, destruction of harbors, 
such as Gdynia, and the limited rail service to Russia act as 
serious brakes to Polish coal production. The new Poland is 
producing at a rate of about 30,000,000 tons a year, approx- 
imately 35 per cent of this coming from former German Silesia. 
Poland has agreed to provide Russia with almost a million tons a 
month; has made trade agreements with Denmark, Sweden, 
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Norway, Rumania and Hungary; and has offered coal to the 
United States for disposition to the various European countries, 
However, transportation shortages will cause a serious decline in 
Polish coal production in the very near future unless the Allied 
nations place cars and locomotives out of their short supply at 
the disposal of the Poles. Italy has been attempting to nego- 
tiate with Poland for its needed coal. Again, transportation 
facilities have permitted the flow of but little coal to date, except 
to Russia. Shipping is still hazardous because of floating mines, 
and boats are still being sunk in the Baltic Sea. 


Finland Needs Coal 


Finland’s coal requirements are extremely small, being about 
one and one-half million tons a year A Soviet-Finnish trade 
agreement provides for coal, of Polish origin, to be delivered to 
Finland via Danzig. There should be no real suffering in Finland 
because of the abundant supply of wood. However, Finland 
has requested 200,000 tons of coal and 100,000 tons of coke for 
delivery by April 1946 from the United States. 


Czechoslovakia Needs Coal 


In Czechoslovakia annual peacetime production of coal was 
approximately 25,000,000 tons, and coal was exported prin- 
cipally to Austria and Italy. Because of the destruction of 
transportation facilities and mines, and the lack of food and 
clothing, Czech production is approximately 30 per cent of 
normal. It will be impossible to ship coal into Czechoslovakia 
from external sources because of transportation, and there will 
be a severe rehabilitation problem for the Czechs. 


Greece Needs Coal 


The Allied nations are shipping to Greece about 20,000 tons 
of coal a month from South Africa and the United States, but 
the destruction there is so great that it will take a rebuilding 
of the industries and railways in Greece before major quantities 
of coal are required by this country. Only one railway is operat- 
ing. Further, there is insufficient fuel to operate the few food 
processing industries, and there is not enough fuel to aid the 
suffering population. 
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Russia Needs Coal 


The almost complete destruction of the Donetz Basin placed 
western Russia in the position of having practically no fuel 
supply. During the war it was necessary to ship coal by rail 
from the Urals to keep the necessary war industries of Russia 
going. Upon the liberation of the Donetz Basin, in which the 
mines were thoroughly destroyed by the Germans, the Russians 
salvaged all that was possible and placed full emphasis on maxi- 
mum production in this area. The result was that they expected 
to operate them in 1945 at about 50 per cent of the peacetime 


_ level. Further, returning soldiers are now being placed in Rus- 


sian mines to increase the output of coal for this winter because 
wood reserves of western Russia were badly depleted during the 
war. Russia will not have enough coal to permit the full opera- 
tion of all industries in spite of. importations from Poland and 
maximum efforts at home. 


The Neutrals Need Coal 


The nations of Europe which managed to keep out of the war 
are also in dire straits as a result of the disruption of the European 
economy. 

Sweden has entered into a trade agreement with Poland for 
coal but as yet has received negligible supplies. During the 
war Sweden imported slightly less than 5,000,000 tons per year 
from Poland and Germany but no coal was imported beginning 
with September 1944, until a small quantity was made available 
this fall. Fuel stocks have been kept at a maximum level through 
an intense woodcutting program. This woodcutting is running 
behind the established yearly goal which is about the equivalent 
of 3,000,000 tons of coal. Unless Sweden imports a substantial 
tonnage of coal, the civilian population will suffer its worst year 
since the war started. 

The United States is now exchanging a small quantity of coal 
for an equivalent tonnage of wood pulp. Industries in Sweden 
are now operating on a limited schedule. 

Switzerland, like Sweden, during the war continued to import 
coal from Germany in sufficient quantities to prevent suffering 
and maintained limited stockpiles. With this source of supply 
gone, the Swiss are attempting to buy coal in the world market 
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with a limited degree of success and will probably have sufficient 
fuel this winter to prevent suffering, although its industries will 
not be operating at peacetime level. 

Portugal, through 1939, purchased its coal mainly from the 
United Kingdom and Germany, and later from the United King- 
dom and the United States. With the shut-off of British ex- 
ports, the Portuguese economy has deteriorated substantially and 
it is impossible for Portugal to operate equipment which she has 
purchased and received from the United States. The Portuguese 
economy can and will quickly return to normal upon the re- 
ceipt of approximately 50 per cent more coal than she is now 
receiving. Portugal today is receiving about 42,000 tons a 
month from the United States. 

Spain normally imported coal from the United Kingdom and 
Germany, and since 1939 from the United States in exchange for 
certain strategic war materials. Since the war the United States 
is not shipping the coal to Spain and the only fuel being received 
in that country is very small quantities of extremely low grade 
coal from the United Kingdom in return for pyrites. Spanish 
production of coal has risen substantially during the war. 

Little is known of the economic positions of the remaining 
European countries with respect to coal. 


Germany Needs Coal 


Germany needs coal but she is not going to get it. It is 
estimated that, in French, British and United States zones in 
Germany, a minimum of two and one-half million tons of coal a 
month is required to hold German economy at the disease and 
unrest level. Germany will not receive this much coal. This 
minimum includes fuel for the railways; fuel for the operation 
of the mines; fuel for cooking for the troops and miners; fuel 
for essential hospitals. It does not include any fuel for cooking 
or heating for the German civilian population, nor does it in- 
clude any fuel to operate German industry except that which 
is contributing its entire output to the Armed Forces. 


From this discussion, it can be seen that practically all Europe 
requires very substantial tonnages of coal. What are the sources 
of supply? The United States will and can supply approximately 
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2,000,000 tons per month. This limitation is based only upon 
dumping capacity of United States ports. The British cannot 
supply any of the required coal. South Africa can probably 
make 200,000 tons available for Europe during the next six 
months. Germany, with its huge productive capacity in the 
Ruhr, augmented by limited supplies in the Saar, Bavaria, and 
other portions, can be the source of supply for a coal-starved 
Europe. The pre-war productive capacity of the Ruhr of two 
and one-half million tons of bituminous coal a week, plus about 
a million tons a week of brown coal from Cologne, is the key to 
European recovery. As a result of the destruction during the 
war of quite a number of mines, this total productive capacity 
is now lower, but is still only slightly less than 3,000,000 tons a 
week. But productive capacity cannot be equated with actual 
production. There is an enormous difference. Actual produc- 
tion in the Ruhr from latest available reports is in the order of 
two and one-half million tons a month. Production in the Saar 
is approximately 350,000 tons a month against a pre-war capac- 
ity of 1,200,000 tons a month. Exports from the Ruhr are 
about 550,000 tons a month and total exports from western 
Germany are about 650,000 tons a month. Essential army re- 
quirements are not being met from German coal production, and 
the quantities being shipped to the liberated areas are extremely 
small. 

In my opinion, Europe’s greatest headache has been created by 
the urgent need of obtaining large quantities of export coal from 
a Germany physically devasted and suffering from the economic 
convulsions of defeat in a major war. The expected difficul- 
ties have been exaggerated by the splitting of Germany into 
four occupation zones, and the impediments of economic inter- 
course among the zones has acted to stifle German coal produc- 
tion. The largest producing area, the Ruhr, is being operated by 
the British Army; the next largest, the Saar, by the French. The 
United States zone is poor in fuel resources, and needs imports 
from other areas. The Russian zone has some brown coal but 
is deficient in bituminous. 

With the fullest appreciation of the debt which we owe to the 
Armies, it is only being honest for me to state that a marriage 
between British and French military routine and the complex- 
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ities of German coal mining can hardly be expected to produce 
the desired offspring. Quick, energetic, informed action is 
needed. In June of this year, the British and United States 
governments were informed that a strong and centralized solid 
fuels committee should be set up for Germany, so that under 
codrdinated control the necessary food, labor, clothing, supplies, 
transportation and financial arrangements could be properly 
made. So far, in my opinion, the action taken has been on a 
scale which is pitifully inadequate when compared with Europe’s 
desperate need for warmth, production, transportation and em- 
ployment, all of which hinge upon the supply of coal. It can 
be accurately stated that until the fuel problem for Europe is 
solved, other economic problems cannot be solved. 


REMARKS 


CHAIRMAN MITCHELL: Our fourth paper, “ International Aspects 
of England’s Reconstruction ”, will be presented by Mr. I. de Vegh, 
Consulting Economist of this city. Mr. de Vegh! 


Mr. I. p—E VecH: When I accepted the invitation of the Academy 
I had hoped that by now the British loan negotiations would be ter- 
minated and that I would be able to review their results. It is perhaps 
just as well that the negotiations are still continuing. They force me 
to disregard details and to take a broad view of the basic considerations 
that might or should govern our economic policy toward England. 


INTERNATIONAL ASPECTS OF ENGLAND'S 
RECONSTRUCTION 


I. DE VEGH 
Consulting Economist, New York 


read in a children’s book about an intelligent young mouse 

whose name is Stuart Little. Stuart Little one day sub- 
stituted for a teacher and decided with the children to talk 
about the Chairman of the World. Thereupon they started 
looking for laws for the world. The first law that was sug- 
gested was “ Nix on swiping anything.” This was adopted as 
a very good law. 

The next suggestion was “ Never poison anything but rats.” 
But Stuart Little said that that was no good, it was unfair to rats. 
The law had to be fair to everybody. Eventually they adopted 
a different law: ““ Absolutely no being mean.” 

The two laws of Stuart Little have more to do with the ster- 
ling problem than meets the eye. If they can be enforced, or, 
even better, if they can be accepted and followed by all the 
great Powers, then the British problem is well on its way to 
solution. If they cannot be universally accepted and perma- 
nently enforced, if the period of wars and revolutions is not over, 
there is little hope for a lasting comeback of the traditional ideals 
in the international sphere. Then we probably cannot have 
multilateral trade and unrestricted transfers in the long run, and 
we have to look for other workable alternatives. 


The British Reconstruction Problem 


It is amply well known that when a nation’s total public and 
private expenditures rise its demand for imports also rises. Once 
full employment is reached, the demand for imports is apt to 
rise with great rapidity. 


| SHOULD like to start with a parable which I recently 
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In post-war reconstruction almost as much as in war itself, 
the demand for imports is, for all practical purposes, limited 
only by their availability. War-created shortages can become 
so acute as to provoke a considerable measure of inflation, or to 
necessitate the indefinite maintenance of the most rigid restric- 
tions and controls, unless the shortages can be filled by imports, 

These imports can almost never be financed in adequate vol- 
ume by an exhausted belligerent’s own resources. In the two 
World Wars the United States was about the only country that 
was able to stay the course without exchange controls and bor- 
rowing. ‘The experience of the continent after the last war— 
and, as a matter of fact, its present experience—shows what 
might be in store for England if she does not obtain a very large 
dollar loan. 

Accordingly, the British government has recently authorized a 
five-year continuation of wartime controls. It has also been 
negotiating for a substantial subsidy or loan from the United 
States, in order to pay for the gap between Britain’s tremendous 
import requirements for reconstruction purposes and her rela- 
tively limited sources of foreign exchange. 

Exactly what England’s total reconstruction import require- 
ments are, especially how much of these imports are additional 
to what she can pay for, is debatable and currently being de- 
bated in Washington. The matter is partly one of allocation of 
resources and of degrees of control. 

For the purposes of this discussion we shall accept a range of 
$4 to $6 billion as a reasonable one to cover “ additional ” import 
requirements of England’s physical reconstruction over the next 
several years and to permit a significant temporary relaxation 
of exchange restrictions. 


American Policy Objectives 

The next question we have to answer is why we should lend 
the money. 

I have no argument with those who say we should lend or give 
this money out of gratitude, or generosity, or to equalize the 
total burden of the war. Such points of view are not for the 
economist but for the moralist. 

As to the economic aspects of the matter, the proposed loan is 
not and is not intended to be a commercially attractive transac- 
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tion for the United States. The rate of interest, if any, will be 
low; the whole transaction will be so studded with escape clauses, 
certainly as regards amortization and probably also as regards 
interest charges, as to be close to a straight subsidy. The loan 
will be granted by us, if at all, for the sake of more distant 
political or economic objectives. 

The choice of these objectives and their appropriateness to the 
conditions of the future constitute, then, the main issue. 

These more distant political and economic objectives are, as I 
understand them, first, the physical restoration of England for 
the sake of profitable future trade; and second, the winning 
of England’s support for Bretton Woods and for the multilateral 
trade and payments policies of the State Department. This im- 
plies the whole of our conception of the economic organization 
of the post-war world. 

Respectable opinion in this country largely approves these 
policies. This is only natural. The liberal political and eco- 
nomic doctrines in international relations have superb intel- 
lectual ancestry and also an immense record of achievement. If 
reversal to the Victorian freedom of international trading is 
possible, we ought to try to rebuild that pattern. 

Yet the orthodoxy of the objectives of the State Department 
is in striking contrast not only to the apparent politico-economic 
objectives of most of the rest of the world, but in part even to 
the domestic politico-economic objectives of at least the left- 
wing supporters of the Administration. Therefore it might be 
worth while to look a little more closely at the practicability of 
the State Department policies under conditions as far as they 
can be foreseen. If we neglect to do this we might easily find 
ourselves in the position of having bought nothing but expensive 
lip service to wholly quixotic ideals. 


Conditions of Success 


Certain conditions have to exist in order to permit a reason- 
ably free multilateral system to function. If we are not certain 


that the required conditions will persist, we must be ready with 
constructive alternatives. 


1. First of all, the physical reconstruction of England is es- 
sential. This requirement will be met by the loan. 
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2. Second, the reconstruction of the rest of the world has to 
move forward. Let us hope that this will also come to pass. 

3. Third, the English must really believe that uncontrolled 
multilateral trade and payments are to their greatest advantage 
in the long run, even after the subsidy has given out. There are 
strong indications that this belief is on the wane in England, 
although there are presumably many people who still share it, 
and the English negotiators are doubtless acting in good faith. 

The operation of a controlled domestic economy may well 
prove incompatible with an uncontrolled international economy. 
The English have just started on a major experiment in moderate 
socialism. Their policies envisage a systematic raising of the 
standard of living of the people. This in itself might nullify 
the repayment provisions of the eventual loan agreement and 
might from time to time necessitate also various forms of gov- 
ernment intervention in foreign trade. If, however, we accept 
the escape clauses that the English will doubtless require, we will 
have given away much of the substance of the liberal interna- 
tional economic doctrine for which we are supposedly bargaining. 

4. Fourth, political conditions have to be such as to make the 
system workable. 

(a) An uncontrolled multilateral trade and payments system 
would be workable in a post-war world in which the founda- 
tions of liberal capitalism were not in doubt and in which lasting 
peace was assured. Moreover, in such a peaceful, liberal, cap- 
italistic world of the future—after the transition period—the 
famed chronic dollar shortage would prove to be a ghost story, 
and the pound sterling would prove to be a strong currency. 

We had a net deficit on the current account of our balance of 
payments in the calendar years 1935, 1936 and 1937, and a 
merchandise import surplus during the fiscal year 1936-37. 
There was certainly no dollar shortage then on commercial 
transactions, but only as a result of capital movements. The fac- 
tors that militate against a dollar shortage in the long run have 
been strengthened in the meantime. 

The growth of manufacturing abroad caused by the protec- 
tionist measures of all countries during the last fifteen years is 
largely irreversible. The progressive depletion of our low-cost 
natural resources and our uniquely high and steadily rising cost 
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of labor are resulting in a major upward revision of American 
costs of production, in spite of stupendous technological prog- 
ress. These factors work against a chronic American export 
surplus and in favor of a gradually growing relative attrac- 
tiveness of manufacturing production abroad. 

Excepting periods of lavish foreign lending, when there could 
be no dollar shortage anyway, an American import surplus seems 
reasonable to expect in future years of prosperity. An import 
surplus in the United States means, however, great strength 
to the pound sterling. 

First of all, after England’s industries are reconstructed she 
will be able to compete effectively in all markets, including her 
own and our own markets. Her reconstruction problem is in 
no way more complex than that of Germany after the last war, 
and she has much bigger resources to start with. 

Second, when we discuss Great Britain’s economic problem 
we are all too prone to forget that the pound sterling constitutes 
the currency reserve of the whole colonial empire, India, most 
of the Dominions, and even several independent countries. This 
Sterling Area is the major supplier of imports into the United 
States and quite especially of the raw-material imports. From 
the viewpoint of sterling exchange the dollars that are received 
for instance by the Nigerian cocoa producers and Bermuda hotel 
proprietors are exactly the same as dollars received by Scotch 
whiskey producers. Unfortunately only the latter dollars are 
reported as current receipts in the balance of payments of the 
United Kingdom... The former can be traced only by studying 
the composite balances of payments of the entire Sterling Area. 

American raw-material imports rise sharply both in quantity 
and in price under conditions of prosperity. As a result of these 
American imports of raw materials, plus rising American tourist 
expenses, the pound sterling will be strong whenever there is a 
high level of business activity in the United States. 

(b) If liberal capitalism, peace and disarmament are not as- 
sured, however, the British government may have no choice in 
the matter of controls, no matter how favorable the intrinsic 
economic factors may be. 

As long as Great Britain is one of the Big Three, the pound 
sterling may well be chronically weak, regardless of underlying 
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economic factors. An armament commitment sufficient to en- 
able England to sit at the same table as Russia and the United 
States seems fantastically large in proportion to England’s popu- 
lation and resources. 

If the next quarter-century is a period of revolutions, turmoil, 
and rivalry between great Powers, Great Britain may have to de- 
vote to armaments all resources that can be spared from civilian 
pursuits. 

Even if there is only a potential threat to world peace, no 
matter how remote, there may be little hope of a lasting restora- 
tion of that free multilateral payments system that we desire, 
short of periodic subsidies, or short of our taking upon ourselves 
the major part of the defense burden of the British Empire. 


Have We Organized Lasting Peace? 


Unless there is assurance of peace, there can be no assurance 
of international economic freedom and stability. But an as- 
surance of peace can develop only from overwhelming power 
or a world-wide community of ideologies and interests. The 
eventual outcome of our present limited attempts to aid England 
thus depends on whether the whole shattered Eurasian Continent 
can be reconstructed and pacified within the ideological frame- 
work on which our whole conception of life, of peaceful pur- 
suits, and of war itself rests. This is a liberal capitalistic ideology, 
founded on a Protestant bourgeois tradition of several centuries. 
It consists of the concepts of international law and order that 
were first given form by Hugo Grotius and that reached their 
most elaborate expression in the idealism of Woodrow Wilson. 
Freedom of international business transactions and of doing 
business in foreign countries, and related doctrines of liberal 
economists from Adam Smith to the late Professor Taussig, are 
merely its economic counterpart. The one cannot exist with- 
out the other. 

Some people seem to believe that lavish American credits are 
all that the world needs in order to be reconstructed within the 
capitalistic framework. As soon as those American credits are 
granted, all peoples will presumably realize that Protestant bour- 
geois capitalism is the perfect way of life, that the United Na- 
tions Organization has eliminated war, that Bretton Woods has 
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eliminated foreign-exchange catastrophes, and that we shall all 
live happily ever after. 

I may say I love this view. I am desperately anxious to be- 
lieve that all is well and I am just as irritated as anybody else 
when a Prophet of Doom comes around to spread gloom. 

Yet we must remember that the curse of Apollo still weighs 
heavily on Cassandra’s head. In vain did she prophesy the de- 
struction of Troy when Helen arrived. In vain did she foresee 
the death of Agamemnon. 

The lesson of the Greek myth is clear. We all want our wishes 
to come true; none of us wants to be told disagreeable things; 
our instinct rebels against forecasts of distant doom. This is 
exactly why we have to take pessimistic interpretations more 
seriously than our first impulse tells us to. This is why we have 
to examine the pessimistic point of view together with the more 
pleasant ones, to make sure that we are not endangering our 
national future by a shallow optimism. 

After the last war Europe took about eight years to recon- 
struct and stayed reconstructed for less than four; yet during 
that period there was fairly complete unity of ideologies not 
only among the victors themselves, but even between the victors 
and the defeated. The Weimar Republic, failure as it proved 
to be in the end, did try to make democracy work in Germany. 

The Versailles Treaty may be much too delicate a subject for 
an economist to discuss. But the treaties ending the previous 
three wars for the hegemony of Europe are perhaps sufficiently 
remote for dispassionate discussion. They commanded a con- 
sensus based on common ideologies and on a conviction that the 
system they set up was workable. The settlements they reached 
were never undone. 

At the end of the Thirty Years’ War, in 1648 the Treaty of 
Muenster settled the Catholic-Protestant issue so that it was 
never reopened. In 1713 the Treaty of Utrecht settled the 
Spanish Succession with equal finality. In 1815 the Treaty of 
Vienna resulted in one hundred years of Pax Britannica. On 
each one of these occasions there existed an essential identity of 
ideologies and broad consensus regarding the ultimate objectives 
of policy among all participants. 
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Today there is, of course, no ideological community between 
the victors and the vanquished. Moreover, there is no ideo- 
logical community among the victors themselves. There is a 
major international political and economic problem implicit in 
the present division of power between the capitalist, the socialist, 
and the communist worlds. 

Pessimists will claim that the Second World War was merely 
the semifinals of the global elimination contest, with the finals 
yet tocome. They will claim that the unresolved ideological 
conflict between us and the Communists is fatal, that a world 
half slave, half free lives under the shadow of revolution and 
war. They may be right. But whether they are right or wrong 
is not predestined. It depends on us and on the policies we 
follow. 

True enough, the showy but unsubstantial successes of ap- 
peasement and the purchase of lip service to Wilsonian idealism 
are likely to wind up in calamity. In the absence of a com- 
munity of ideologies, a genuine and absolute mutual confidence 
between nations is difficult and perhaps impossible to maintain, 
and lasting peace cannot be secured merely by signing docu- 
ments. If this is so, the English cannot allow themselves to be 
drawn into any binding economic commitments that fail to take 
into account their need for strategic security and for complete 
freedom of movement. They certainly cannot make—and we 
should not try to force them to make—commitments to multi- 
lateral trade policies that might be incompatible with their need 
for security. 


Possible Solutions 


With these prospects in view, an enduring reversal to liberal 
capitalism is hard to envisage. On the other hand, the alterna- 
tive of an English-speaking world broken into half a dozen sepa- 
rate sovereignties, withdrawn into their shells, is a tragic one to 
contemplate. 

This disintegration into many separate sovereignties means a 
weakening of foreign political influence. It also means a shrink- 
age of economic opportunities for every individual in each one 
of these isolated English-speaking countries, a shrinkage in the 
rate of economic growth of each country; whereas not only our 
total welfare but even our national safety are in the long run 
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most intimately tied up with our being able to maintain the 
highest possible rate of economic growth. 

The ills of economic maturity, which consist exactly in the 
lack of economic growth, are going to bedevil us and weaken 
us if we do not do something about mutually expanding our 
economic area, not by conquests, of course, but by a friendly 
intermingling of our interests with other countries that share 
our ideologies. There is a great deal to be gained by expanding 
the market areas that are available to the industries of all nations 
that have an economic organization similar to ours, by expand- 
ing the opportunities available to every individual who is a cit- 
izen of such countries. 

This can be done by developing a system of far-reaching mu- 
tual economic and political concessions among liberal democratic 
countries. All the Dominions, as well as England and perhaps 
the liberal democratic countries of western and northern Europe, 
could become participants in such a system. The foremost pur- 
poses of such,a system would be to assure to the people of the 
participating countries a vastly increased opportunity for eco- 
nomic growth and to break the strangling shell of limited na- 
tionalisms. Not only would their economic welfare be greatly 
enhanced in the long run, but their ultimate security would be- 
come absolute. The ultimate guarantee of peace is a rate of 
economic growth of the English-speaking peoples that equals 
that of other nations. We can always hope that everybody’s 
intentions will always remain peaceful. But we can be sure of 
maintaining peace indefinitely only if we do not fall behind in 
industrial power. : 

There would be many difficulties, of course. Small high-cost 
industries within the British Empire might feel that their exis- 
tence was endangered if the doors were opened to American 
mass production. Conversely, our farmers might feel that 
Australian and Canadian wheat might undercut their privileged 
position, our labor might fear competition from lower wage rates 
within the British Empire. 

All of these difficulties can, however, be ironed out, if nec- 
essary by temporary subsidies and other forms of compensation. 
No financial sacrifice seems too great to attain such an end if the 
end is at all attainable. 
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It would be lovely if we could organize lasting peace and 
prosperity without going to the discomfort of really getting to- 
gether with anybody. But most favored nation clauses and 
multilateral payments commitments will hardly suffice. The 
attempted global solutions may even be positively harmful in 
that they might stand in the way of more promising specific 
solutions. 

The only thoroughgoing solution of the growing economic 
and political problems of the English-speaking world is that of 
a most far-reaching intermingling of interests. The road may 
lead to customs union, free migration, and conceivably in the 
end even to common citizenship. 

All of this may not be practical politics, now that the Second 
World War is over and the immediate sense of common danger 
gone. Some of it ought to be feasible. If none of it can be 
done, we may be headed for a worse cycle of false hopes and 
disaster than the one that filled the gap between the last two 
wars. 


REMARKS BY THE CHAIRMAN 


CHAIRMAN MITCHELL: The final paper on the morning program, 
“Social and Economic Consequences of Wartime Migration in 
Europe ”, will be presented by Dr. Warren S. Thompson, Director of 
the Scripps Foundation for Research in Population Problems. Dr. 
Thompson! 
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gration I shall speak of the wartime migrants as displaced 

persons to denote the involuntary character of their move- 
ment. Furthermore, I can see only one important likeness be- 
tween normal migrants and displaced persons and even this like- 
ness is lessened by displacement. All migration, no matter 
under what conditions it takes place, lifts the individual or the 
family or some larger group, to a greater or lesser degree, out 
of a community in which he, or it, has a definite status and puts 
him into a new environment requiring many new mental ad- 
justments both on the part of the migrant and on the part of 
the people in the community in which he settles. The difficulty 
of making these adjustments even under the best of conditions 
leads to much disintegration of personal character among mi- 
grants and their children. It likewise leads to a high degree of 
isolation of migrant from native in many communities and thus 
increases the difficulty of developing any feeling of unity, of 
“we-ness”’, within the community group. It is a serious mat- 
ter for any community to have individuals and groups living in 
it which are not of it. 

In the case of displaced persons it is probably not serious for 
the community in which they are temporarily settled that they 
do not participate in its life to any great extent, but it is serious 
if such persons are thereby unfitted to reénter the life of the 
community to which they expect to return. Indeed the very 
resistance the fugitive or prisoner puts up while forced to re+ 
main awav from home has an immunizing effect against personal 
disintegration so that the individual suffering great hardship 


- order to distinguish between wartime and peacetime mi- 
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and forced to almost superhuman effort as a displaced person 
does not crack as quickly or as easily as might be expected. But 
when the sustaining force of hatred, or patriotism, or the feel- 
ing of unity in the suffering group is removed by release, or by 
return home, the effect may be catastrophic and the disintegra- 
tion of personality may be extremely rapid. The individual 
who has been torn out of his community and forced to live 
among strangers for several years may find that he does not 
understand his former friends and that they regard him and his 
behavior with much misgiving. Literally millions of the people 
displaced by this war are going to return home only to find that 
they no longer fit and do not seem to be wanted by the people in 
their former communities. Thus the disintegration of person- 
ality which is always one of the most unlovely consequences of 
migration is certain to be greatly increased by the wartime dis- 
placement of peoples. 

While we can expect that a much larger proportion of war- 
time migrants than of peacetime migrants will suffer a serious 
breakdown of personal character, we should recognize that in 
war as in peace there will be all degrees of maladjustment to life 
both during and after the war. Some of the displaced per- 
sons will! suffer very little and will be able to take up life where 
they were when the war dragged them away. Their com- 
munity, too, will accept them at once. On the other hand many 
will never again adjust themselves fully to the post-war world. 
They will feel that they are misfits, and their home communities 
will treat them as misfits. Unfortunately it is not possible to 
classify these displaced persons in neat categories having certain 
specific social characteristics. Hence, we cannot foresee the 
social and psychological problems of individuals and groups 
with any precision. But since we cannot deal with the read- 
justment problems of individuals here we must try to divide 
displaced persons into a few categories of which the members 
will have a few qualities in common, although we recognize 
that by and large the intra-group differences are greater than 
the inter-group. 

The first category I would discuss is the homeless group— 
those who have no place to which they can return with the feel- 
ing that they are going home. At present they have nothing 
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but life in concentration camps to look forward to. True, 
they are not Nazi concentration camps, but any kind of camp is 
a prison and unfits one for living among free peoples in a normal 
way. ‘These homeless people belong chiefly in three groups: (a) 
the Jews, (b) the Volksdeutsche who have been removed from 
the Baltic states, Poland, Rumania, Italy, Russia and certain 
other areas, and (c) political refugees, people who are violently 
opposed to and opposed by the new governments being estab- 
lished in their home lands. 

The number of these truly homeless people can only be guessed 
at now. Like all of you I have seen guesses to the effect that 
out of possibly five million Jews in Germany and Poland in 1939 
only a few hundreds of thousands have survived the persecu- 
tions of the war years, and that out of more than nine million 
in Europe only four million survive of whom several hundred 
thousand are homeless. The total number of Volksdeutche 
moved into the enlarged Reich, chiefly into western Poland, is 
not known but it may easily amount to a million, practically 
all of whom will already have been or soon will be forced to 
flee within the diminished Reich where they are strangers. The 
much larger group of Germans driven or to be driven from 
territory taken from Germany and from Bohemia and Moravia 
will be discussed later. The third group mentioned above, viz., 
the people whose political activities and beliefs led them to 
migrate and now make them reluctant to return to their native 
lands, is probably the largest of the three but I have never seen 
any guess regarding their numbers in which even the guesser 
had any confidence. 

The problems of these homeless people, both the personal and 
the economic problems, are obviously quite different from those 
of most other classes of displaced persons. So far as I can judge, 
new areas of settlement must be found for all these homeless 
people and at present it appears that no country wants to take 
any of them. The Jews seemingly do not want to return to 
the countries from which they have been driven and these 
countries do not want them. The Volksdeutsche are not wanted 
in Germany and, as will be pointed out below, will almost 
certainly not be permitted to return whence they came. The 
political refugees, the great majority of whom are probably 
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Rightists, would apparently endanger their lives by going home 
and are not wanted in the western democracies, where they 
would be physically safe, because of the fear that they will 
create difficult economic problems. If these homeless peoples 
are kept in concentration camps for any length of time we can 
with certainty predict that they will suffer a high degree of 
moral disintegration and that many of them will become both 
moral and economic liabilities wherever they may go later. 

It certainly should not be an impossible economic task to 
care for these people in the lands of the United Nations. The 
atmosphere, however, is so charged with mistrust and fear, and 
the economic situation is so much worse in most of Europe now 
than in 1919 that one has to be optimistic to the point of ab- 
surdity to predict that these people will be allowed to settle 
where they may wish in Europe. Nor is the outlook much 
more hopeful for finding homes for them in the Americas, or 
Australasia, or the Soviet Union. Our own attitude at present 
is distinctly opposed to admitting any considerable number of 
immigrants. Great prosperity might change this attitude in a 
year or two or three, but at present I cannot see any hope that 
we will relax our immigration restrictions. As for Australia 
and New Zealand, they have long had the most exclusive immi- 
gration restrictions of any people of European origin, and there 
is as yet no evidence of any intent to admit other than British 
immigrants in any significant numbers. Finding homes for 
these people without a country is not primarily an economic 
matter, it is rather a matter of not wanting immigrants at all or 
of wanting only our own kind of folks, our own kind being 
very narrowly defined. 


The largest group of displaced persons in Europe undoubtedly 
consists of the fugitives who fled from the advancing enemy 
armies. I have calculated that the German territory east of the 
Oder and the Neisse which is to be given to Poland and the 
Soviet Union had about ten million people in 1939. I have 
never seen any estimate of how many of these people fled before 
the advancing Russians and Poles, but they will all have to go, 
as well as the Volksdeutsche referred to above as homeless and 
the 500,000 Reichsdeutsche sent in to consolidate German con- 
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trol in the annexed Polish provinces, to which must be added 
the three fourths of a million or more Germans who lived in 
Poland in 1939. Perhaps these Germans should be put in a 
class by themselves. But if we consider them war fugitives, it 
is not difficult to believe that thirty million or more persons 
were driven or may yet be driven from their homes before 
advancing armies of whom about two thirds will expect to 
return home. 

When the Germans began to fall back in defeat most of the 
non-German fugitives were no doubt free to move back to their 
homes as fast as the territory was reclaimed and transportation 
could be made available if they were not engaged in essential 
work elsewhere, as was probably the case with many of the Rus- 
sian evacuees. Moreover, in most of the countries, aside from 
Germany, there was little, if any, diminution of the basic eco- 
nomic resources available for the support of their people, al- 
though there have been and will be numerous boundary changes. 
As nearly as I can calculate with the data now available, Poland 
has lost about 75,000 square miles in the east and has gained 
about 40,000 in the west, for a net loss of perhaps 35,000 square 
miles. However, it is probable that, from the standpoint of the 
support of population, Poland has gained more than she has lost. 
As yet there is no basis for estimating the effects of changes in 
boundaries on the capacity of most of the countries in western 
or southeastern Europe to support their people, but it seems 
likely that there will be comparatively little change although 
Holland, Belgium and France may receive small fragments of 
Germany when the final settlement is made. 

Furthermore, it would appear from the reports which have 
trickled through that Poland, the Soviet Union, Yugoslavia and 
Greece have suffered heavy losses in population during the war, 
while some of the other Balkan states have also lost but in lesser 
degree. Whether Holland, Belgium and France have actually 
lost numbers remains to be seen but seems rather probable. 
In any event there is as yet no basis for assuming that any of the 
European countries, except Germany, will come out of the war 
with diminished capacity to support their population so far as 
land and basic mineral resources are concerned, unless certain of 


these resources have been depleted by the unusual amounts used 
during the war. 
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The immediate economic problem of caring for the fugitives 
who return home arises primarily from a lack of transportation, 
implements, tools and machines to re-create the economy which 
the war destroyed. These problems, of course, differ greatly 
from country to country just as do the longer-time economic 
problems. But the differences between the ability of govern- 
ments to marshal their nations’ resources to meet urgent needs 
will probably play the most important role in determining the 
speed with which war fugitives can be readjusted economically, 
and this in turn will determine to a large extent the speed and 
completeness of their social and psychological readjustment. 

Russia will probably be able to relocate her refugees and to 
start them on the way to self-support more quickly than any 
other country. The two chief reasons for this belief are the still 
predominant place of agriculture in the Soviet economy and the 
strong central government which can immediately direct a large 
part of the national effort to providing these refugees with the 
tools and implements they need to begin reconstruction. No 
other country with a large occupied area has the organization to 
move so quickly and so decisively in this field of the rehabilita- 
tion of fugitives. 

Although I believe the Soviet Union to be the best prepared 
to undertake the economic rehabilitation of her fugitives, I 
would not for a moment want you to think that I regard Rus- 
sia’s task as easy. The area ravaged by Germany probably con- 
tained over 70 million people and it is estimated that actual 
destruction of property amounted to about 130 billions of dol- 
lars (probably much exaggerated) or to nearly one-half our war 
debt. It will probably take a generation of strenuous effort to 
rebuild this area. But the Soviet Union has the organization with 
which she marshaled her resources for war intact to direct the 
resettlement of her refugees and to find a place for them in the 
national economy. This is the fact of first importance in esti- 
mating how quickly she can care for her fugitives. 

It would also seem probable that the Russian fugitives from 
German armies have suffered less psychologically than the 
Poles and some of the Balkan peoples. After all, the Russians 
who fled before the Germans for the most part fell back among 
a friendly people—their own people—and lived in unoccupied 
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territory. Most of the fugitives also found work which con- 
tributed directly to the defeat of the invader and thus had their 
feeling of unity kept alive. Consequently, there was much less 
likelihood of moral disintegration among the Russians than 
among those refugee groups to whom the future could not but 
appear hopeless as the might of the German Army subdued na- 
tion after nation. 

In contrast with the Soviet Union there was no unoccupied 
part of Poland and there was no functioning government by 
Poles in the country for about five years. Hence, there were no 
factories ready to turn out implements for rehabilitation when 
peace came and no experienced administrative organization to 
take hold of resettlement and reconstruction. 

In addition, the great and constant danger involved in any 
patriotic activity, the undernourishment, the anxiety of scattered 
families and the imminent threat of devastating disease, fre- 
quently actualized, must have had a disintegrating effect on per- 
sonality quite beyond our power to imagine. The one saving 
element in the situation of the Poles who remained in Poland, as 
most of them did, was the intense loyalty and patriotism which 
seem to have drawn all classes temporarily into a thoroughly 
united people. This may have prevented much of the disinte- 
gration of character which would otherwise have occurred. But 
even when full allowance is made for the stabilizing effect of 
this intense unity of purpose during the war, it seems to me that 
to expect from the Poles a quick return to “ normal ” ways of 
thinking and acting, to expect objectivity of them in dealing 
with their economic and political problems and with Germany, 
is too much. Finally, in Poland the problems of caring for fu- 
gitives are complicated beyond measure by the social revolution 
which appears to be in process. 

The situation in Poland which I have tried to describe is re- 
peated in much the same form in the Balkans. In the inevitable 
turmoil of revolution the fugitives from the invasion are bound 
to be neglected and to suffer greatly. The peasants will prob- 
ably find their way back to their homes and because of their 
rather simple agricultural practices will soon be able to provide 
for themselves if they can get a few implements and a horse and 
a cow. The upper classes have probably been or soon will be 
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* liquidated ” by way of civil war, or will be found in the camps 
for displaced persons where they constitute a considerable part 
of the homeless persons discussed above. 

In the west of Europe the return flow of fugitives is probably 
pretty well completed. Here there are two rather distinct prob- 
lems. The farmers who have gone back to their land need seed, 
animals, tools and equipment for farming, and materials to re- 
pair or rebuild their homes, barns, etc. With a relatively small 
amount of help they can at least feed themselves and begin to 
rebuild their lives. The industrial and urban fugitives, on the 
other hand, cannot make much progress toward rehabilitation 
until the entire economy of western Europe is reéstablished and 
begins to function in a manner approaching normal. The dif- 
ficulty of reéstablishing the economy of France, Belgium and 
other countries is perhaps the chief reason for the demand for 
a strong central government of Leftist tendencies. Certainly 
powerful groups believe that without such a government the fu- 
gitives can never be fully integrated with the life of the nation. 


The next group of displaced persons, and in many respects 
the most important, is the “ slave labor ” imported into Germany 
and occupied countries to assist in war production. The size 
of this group like most of the others is not known accurately 
but is quite commonly placed at 10-13 millions, including most 
of the prisoners of war. Practically all of these people lived 
under very harsh conditions, many of them for four or five 
years. The largest groups were the French, the Poles and the 
Russians but there were relatively large groups from all the coun- 
tries occupied by Germany and also from her so-called allies. It 
appears that every means one can imagine was used to make 
docile slaves of these people. Any insubordination, particularly 
on the part of the Poles and Russians, was treated with a ruth- 
lessness which is almost beyond our imagination. Little care 
was taken of their health, except as disease among them might 
endanger the health of the German people and as their excessive 
weakness might interfere with war production. Even these 
elements of self-interest seem to have been small deterrents to the 
brutalized police entrusted with the task of maintaining order 
and of getting work out of them, since until well into 1943 in 
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the East and D-Day in the West new “ slaves ” could be readily 
secured to replace those who died. 

In spite of the transportation problems involved in the repa- 
triation of these “ slaves ” it appears that most of them have al- 
ready gone to their homes. Their economic problems probably 
are not much different from those of the fugitives described 
above except as they have been weakened by more inhuman 
treatment. It would be amazing, however, if there were not 
a great many of these slave laborers who would be utterly un- 
able to readjust themselves to life in their former communities. 
This would be especially true of those whose families have been 
scattered or killed so that they have no intimate group to which 
to return. Here again the Poles appear to have been weakened 
by starvation and disease more than any of the other nation- 
alities with the possible exception of the Russians. Hence, they 
probably have greater personal handicaps to overcome than most 
other groups and they have greater chaos at home to contend 
with than any other people. All this should be borne in mind 
when we are trying to evaluate the problems faced by the Poles 
in rebuilding their personal lives and in re-creating their national 
life. 

Finally, another word should be said about the displaced Ger- 
mans who are to be crowded into the smaller Germany. About 
600,000 Volksdeutsche were settled in the annexed provinces of 
Poland by 1943. There were perhaps 700,000-900,000 Germans 
in Poland at the outbreak of the war. There were also several 
hundred thousand Volksdeutsche in occupied Russia and in the 
Balkans who became refugees before the advancing Russian ar- 
mies from 1943 to 1945. In addition to these, the former Ger- 
man territory allotted to Poland and the Soviet Union at Pots- 
dam contained about ten million people in 1939 and there were 
three million Sudetenlanders in 1939. The future of these 
Sudeten Germans has not been definitely decided but it seems 
reasonably certain that many of them, probably a majority, will 
be expelled from Bohemia and Moravia. Thus the post-war 
Reich, which contains only a little over three-fourths the terri- 
tory of the Reich before the annexation of Austria (1938), 
will apparently have to support several million more people. Its 
population, of course, will not be increased by the 13-15 million 
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fugitives just referred to, because of heavy German war losses, 
but the net result would appear to be that the territory of post- 
war Germany, which had a population of about 59 million in 
1939, would have a population of 64-66 million in 1946. Besides, 
the loss of Silesia and possibly of the Saar will reduce Germany’s 
coal supplies materially and make her less able to provide in- 
dustrial jobs for her people; while the loss of the area east of 
the Oder and the Neisse will substantially reduce her food sup- 
plies. This area contained, as already indicated, only about one 
seventh of Germany’s 1939 population but almost one fourth 
of her total area. I do not see why we should expect that the 
social and economic problems of these German refugees will be 
much different, except in degree, from those of the displaced per- 
sons of other nationalities. It may be easier to harden our hearts 
against them and allow them to starve and die of disease whole- 
sale because they are Germans, but we should recognize that in 
doing this we are following in the footsteps of the Nazis and 
must expect the same crop of bitterness and hatred they har- 
vested in the countries they occupied and must govern our long- 
time treatment of them accordingly if we would not soon again 
have a strong military clique in control. 


[Because of limitations of space, the discussion from the 
floor under the five-minute rule at the morning and afternoon 
sessions has been omitted from these PRocEEDINGs.—Ed. ] 
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PART II 


EUROPE’S ECONOMIC PROBLEMS (Continued) 


INTRODUCTION * 


W. RANDOLPH BURGESS, Presiding 


Vice-Chairman of the Board, National City Bank of New York 
Trustee of the Academy of Political Science 


HIS afternoon we will plunge further into the troubles 
TT of Europe, both economic and political. Those of us 
who remember keenly what happened after the last war 
—and as I look about I see many such—will recall that the prob- 
lem of reparations was a rock on which many efforts were shat- 
tered—one of many rocks. I remember several conferences 
concerned with reparations. We are all hopeful that we shall 
not make the same mistakes again; and I know we are all in- 
terested in an exposition of the present policies of our govern- 
ment to deal with that problem. 

At this meeting we are fortunate in having the Associate 
Representative of the United States on the Allied Commission 
on Reparations. He is an old friend. He has spoken to the 
Academy several times before; but not in this same capacity. Dr. 
Isador Lubin was for many years the head of the Bureau of 
Labor Statistics. When the war came he was pulled into deeper 
waters, as an advisor to the President on many important mat- 
ters. You will recall that when the Allied Commission on 
Reparations first met, Dr. Lubin was appointed the American 
representative. When Mr. Truman came into office, he ap- 
pointed Mr. Edwin Pauley as that representative, but continued 
Dr. Lubin as Associate Representative. We shall hear now, with 
a great deal of pleasure, from Dr. Isador Lubin on the repara- 
tions problem. 


* Opening remarks at the Second Session of the Annual Meeting. 
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ISADOR LUBIN 


Associate United States Representative on the 
Allied Commission on Reparations 


on the report of the Expert Committee appointed by the 

Reparation Commission, popularly known as “ The Dawes 
Plan ”, said: “‘ The reparations problem in all its aspects is far 
from settled. A new beginning merely has been made.” * This 
was more than six years after the capitulation of the German 
Army. 

The Dawes Committee, as will be remembered, had been set 
up after Germany had defaulted on her reparations payments, 
to recommend a method of stabilizing the German currency 
and balancing the German budget. It pointed out in its report, 
however, that these were essential to Germany’s meeting her 
treaty payments—a euphemism for reparations. As the Com- 
mittee said, ““We have been concerned with the practical means 
of recovering this debt.” 

In the light of the current reparations problem, the Dawes 
report makes interesting reading. It was an attempt to find 
a way out of the impasse that had been created by the Con- 
ference of London, which in May 1921 (seventeen months after 
the fighting stopped) fixed German reparations obligations at 
136 billion gold marks or approximately 44 billion of then 
gold dollars. This reparations bill was merely to cover damage 
done to the civilian population of the Allies and their property, 
including pensions for the civilian population. It was not in- 
tended to include tribute or punitive damages. 

Reparations, as fixed by the London Conference of 1921, were 
to be met by annual payments of two billion gold marks plus 
26 per cent of Germany’s total exports. These, in part, were 
to cover the interest and sinking fund on two series of five per 


| N January 1924 an authority on reparations, in commenting 


1 The Reparation Plan by Harold G. Moulton, p. 3. 
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cent bonds to be issued during the year 1921, totaling 50 billion 
marks. A third series of 82 billion gold marks was to be deliv- 
ered to the Reparation Commission for later issue. 

To overcome the possibility of future default, the Dawes 
Plan recommended, among other things, that Germany float a 
foreign loan; that the proceeds of the transport tax imposed on 
railroad shippers and passengers be devoted to reparations; that 
the German-owned railroads be mortgaged and the mortgage 
bonds as well as the proceeds from the sale of certain preferred 
railroad stock be turned over to the Reparation Commission; 
and that an additional five billion gold marks of first mortgage 
industrial bonds be also made available. Incidentally, the 
Dawes Committee experts suggested that these securities might 
“ be sold to the extent to which the financial markets are capable 
of absorbing them,” which, of course, meant sales in foreign 
markets. At that time this meant primarily the United States 
and Great Britain. 

The current reparations plan had its origin in Yalta in Febru- 
ary 1945, when we were still shelling Cologne and the Rhine 
was still a hurdle that our military technicians figured might 
take months to overcome. Negotiations were started by the 
Allied Commission on Reparations in Moscow in June, some six 
weeks after the fall of Berlin. The plan was formally agreed 
to by the United States, Great Britain and the U.S.S.R. in 
August. 

The question of reparations details was first raised at Yalta 
by the U.S.S.R. Their representative proposed: 


(1) Within two years of the end of the war, plant, equip- 
ment, German investments abroad, and other assets, to 
a value of approximately ten billion dollars, should be 
removed from the German national wealth. The main 
determinant in making these removals, the U.S.S.R. 
recommended, should be the extent to which they 
furthered the military and economic disarmament of 
Germany. 

(2) Recurrent reparations in the form of annual deliveries 
of goods to the total of ten billion dollars should be 
paid over a period of ten years. 


There was no action taken at Yalta as to the use of German 
labor as reparations. The U.S.S.R. recommended that this 
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question be put aside and considered ata later date. She 
further proposed that reparations be distributed in a manner 
which gave first consideration to those countries which had 
carried the greatest burden and had contributed the most 
toward victory. In conformity with this principle, she sug- 
gested that the U.S.S.R. receive one half of the reparations. 

It was agreed that a reparations commission, to consist of the 
United States, the United Kingdom and the U.S.S.R., be set up 
in Moscow to study and make recommendations to the three 
governments. No commitment was made either by the United 
States or by Great Britain on the proposals made by the 
U.S.S.R. They were merely to be used as a basis of discussion 
by the Commission with the further proviso that an additional 
criterion to be used in the distribution of reparations should be 
the losses suffered at the hands of the Nazis. The only agree- 
ment made at Yalta was that reparations should be paid in the 
form of removals from the national wealth of Germany and in 
annual deliveries in kind; that removals should be primarily for 
the purpose of disarming Germany both militarily and economi- 
cally; and that the Commission should look into the U.S.S.R. 
suggestion that the total should be twenty billion dollars. 

The policy of the United States as reflected in its instructions 
to its delegation to Moscow provided, among other things, that 
industrial capacity which might be dangerous to the security 
of the United States should be eliminated. Plant and equip- 
ment should be distributed in a manner which would aid most 
effectively in rebuilding the damage done by Germany and in 
hastening the restoration and raising the standard of living of 
the nonenemy nations of Europe. In order to avoid the fiasco 
of the World War I reparations plan, as a result of which pay- 
ments could be made by Germany only through the revival and 
expansion of her industry by outside capital, the delegation was 
instructed to approve of no plan which would promote or neces- 
sitate the building up of the German economy or require the 
financing of German reconstruction or reparations with foreign 
funds. Accordingly, such recurring reparations as might be 
agreed to should be as small as possible as compared with 
removals of plant and equipment. They should consist, to the 
greatest extent possible, of raw materials and natural resources, 
and of a minimum of manufactured goods. 
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As to the question of reparations in the form of labor, the 
policy of the United States was that compulsory labor should 
be required only from the judicially convicted war criminal 

} class. Among the latter were to be included proved members 

of public and private European Axis organizations that had been 
adjudicated to be criminal. Such reparations labor as might be 
furnished should be used principally for reconstruction and 
repair of war damage; should be limited to a definite span 

of years and be subject to humane employment and living 
standards. 

At no time during the discussions at either Moscow or Pots- 
dam was the question of reparations labor formally raised by 
either Great Britain or the U.S.S.R. Indeed, the only official 
action taken on this matter was the formal filing of the United 

States official policy, namely, that reparations labor should be 
limited to war criminals and members of criminal organizations. 

In the short time between the inauguration of the discussions in 
Moscow and the meeting in Potsdam—slightly more than three 
weeks—considerable progress was made toward agreeing on fun- 
damental reparations policies. Owing in part to the fact that 
the unknown state of German industrial equipment at that 

| moment made it impossible to fix a final reparations bill, the 
Soviet proposal that reparations be fixed at twenty billion dollars, 
with one half going to the U.S.S.R., did not materialize. More- 
over, in order to avoid fixing financial commitments which it 


: might later prove impossible for Germany to meet, there was op- 
’ position to any valuation of reparations in terms of dollars. The 
f issue was resolved by providing that, regardless of what the value 
» a of the plant, equipment and other assets to be removed, as well 
- | as of the recurrent payments in kind, turned out to be, each of 
d the three participating governments would give up proportion- 
os ately from their respective shares such amounts as might be re- 
- quired to meet the valid claims of all the countries entitled to 
oy reparations. In other words, the amount that each of the three 
n Powers would receive was to remain undetermined. The size of 
e their shares would ultimately be determined by the amounts 
h | that would eventually be assigned to all of the other claimant 
" nations. At Potsdam this arrangement was changed and repa- 


| rations were put on a zonal basis. 
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There was virtually no difficulty in reaching an agreement on 
most of the general principles embodied in the instructions to the 
American delegation. One stumbling block, however, was the 
question of paying for such imports as were necessary to main- 
tain a minimum German economy. Throughout the proceed- 
ings the United States, as well as Great Britain, contended that 
the payment for imports should take precedence over repara- 
tions deliveries from currefit production and existing inven- 
tories. With the knowledge that there was no alternative other 
than for the United States to ship food and other raw materials 
into Germany even to maintain a subsistence standard of living, 
it was evident that unless some such provision were agreed to we 
would find ourselves in the position of financing the German 
economy while others were taking out the products of German 
factories and mines as reparations. The Soviet point of view, on 
the other hand, was that the peoples of the devastated areas of all 
of Europe, and particularly her own citizens, should not be put 
into a position where food and materials for Germans would 
appear to be given preference over their own drastic require- 
ments, not only for reconstruction but for the restoration of 
their standard of living. This problem, later resolved at Pots- 
dam, and definitions of war booty and restitution, were the 
more important of the unresolved issues before the Allied Com- 
mission on Reparations when the Big Three assembled. 

The reparations agreement arrived at in Potsdam is too well 
known to require much elaboration. Briefly, it provides that 
the Soviets are to secure their reparations from the zone they 
occupy in Germany, together with certain German external 
assets. They are also to receive ten per cent of the industrial 
equipment that may be removed from the western zones, plus 
an additional fifteen per cent for which they are to pay in an 
equivalent value of food, coal and other products. Since the 
area occupied by the U.S.S.R. includes German territory already 
under Polish control, Poland is to have its claims met from the 
Soviets’ share. The claims of all other countries are to be met 
from the zones occupied by the United States, the United King- 
dom and France. 

The determination of the amount and character of German 
industrial equipment unnecessary for the German economy and 


[526] 


No. 4] REPARATIONS PROBLEMS 67 


therefore available for reparations is to be determined by Feb- 
ruary 2, 1946. This determination is now being made by the 
Allied Control Council in accordance with the economic and 
political principles embodied in the Potsdam Protocol and such 
other policies as may be recommended to the Control Council 
by the Allied Commission on Reparations. Removals are to be 
completed in two years. Pending the determination of the total 
amount of plant and equipment eligible for delivery as repara- 
tions, interim removals may be made by the Control Council. 
The Protocol also enlarges the size of the Commission on Repa- 
rations by making France a member. 

It is quite apparent that the extent to which Germany will 
pay reparations will be determined primarily by the nature and 
the value of the plants and equipment that the Allied Control 
Council deems it essential to retain in Germany. The deter- 
mining factor will be: what industries and plants are necessary 
to produce the goods and services required to meet the needs of 
the occupying forces and displaced persons and to maintain in 
Germany an average standard of living not exceeding the aver- 
age standard of Europe (excluding the United Kingdom and the 
U.S.S.R.). (It might be well to point out in passing that this 
formula will eventually permit a fairly decent standard for the 
Germans. It provides for a standard higher than that of many 
of the eastern European countries that were overrun by Hitler, 
for it takes into the calculation of the average such countries 
with relatively high standards as Switzerland, France, Belgium, 
Sweden and Denmark.) Everything in excess of these require- 
ments is theoretically available for removal as reparations. 

It is around this vital point of the productive capacity re- 
quired to enable the German economy to function within the 
terms fixed by the Potsdam agreement that we may look for 
controversy. 

In the first place, agreement will have to be reached on 
just what is the average living standard of the European coun- 
tries. Is it the average of the standards that prevail today 
or is it, as one American advisor has suggested, the average that 
is expected to prevail at some date in the not distant future? 
Or is it an average of what has prevailed at some time in the 
past? Certainly there is little justice in any proposal that pro- 
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vides the German people with a better standard of living than 
prevails generally in many parts of Europe. 

Steps are now under way to increase food shipments from the 
United States to the point where they will be sufficient to bring 
the average ration up to 1,550 calories a day. This is certainly 
little enough, but it should not be overlooked that last winter 
considerable portions of the French industrial population were 
forced to get along on less than 1,550 calories. Indeed, recent 
press despatches from France are to the effect that in some of the 
industrial areas certain segments of the population are not even 
today averaging much more than 1,700 calories; and France, it 
might be pointed out, is now in immeasurably better shape than 
many of the other devastated countries of Europe. 

A second reason why we may expect controversy on this point 
is that, once the average standard of living for Germany has_ | 
been agreed upon, agreement will have to be reached on what | 
productive equipment will be essential to realize it. This in- 
volves questions ranging all the way from whether the Germans 
shall be permitted to produce synthetic oil, or aluminum, or 
nitrates, to what allowance, if any, shall be made for accumu- 
lating new capital for the future growth of the German econ- 
omy. The way these questions will be resolved will determine 
how much electrical generating capacity and chemical capac- 
ity and how many blast furnaces can be removed for repa- 
rations. Although no definite agreement has yet been reached 
on the German standard of living, estimates of the annual steel 
capacity required to meet Germany’s needs, already put forth 
by responsible officials, range from five million tons to more than 
ten million tons; and when the ten million ton figure is recom- 
mended, let us not forget that in 1933 Germany got along with 
a steel output of slightly more than three million tons. 

These are the two issues that must be resolved before the ex- 
tent of reparations removals are determined. Another is the 
extent to which we are to make the Germans bear the cost of 
the occupying forces. Are we to charge the total cost of main- 
taining our troops, including wages and overhead, to occupation 
costs, despite the fact that the actual size of the occupying army 
may have little or no effect upon the size and cost of the peace- | 
time military establishment that we are going to maintain any- | 
way? Since agreement was finally reached at Potsdam that the 
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roceeds from exports from current production and inventories 
shall be available for paying for imports approved by the Allied 
Control Commission, the policies adopted and the accounting 
methods used in relation to occupation costs will have a definite 
bearing upon how much productive capacity will have to be re- 
tained in Germany to produce the exports necessary to meet 
these charges. 

Indeed, according to recent press despatches, to meet the costs 
of occupation as figured out by one official will require the main- 
tenance and operation of so great a part of heavy German in- 
dustry that very little will be available for removal as repara- 
tions. One does not have to stretch his imagination very far 
to surmise what the attitude of the people of devastated Europe 
will be toward such a policy. Although this policy has not been 
officially adopted, they know that it has been seriously proposed. 
Is it any wonder that responsible persons are raising the ques- 
tion as to whether it is the intention to permit Germany to re- 
main a powerful industrial nation? 

The alternatives facing us are: Should our present concern 
be the immediate suffering of the German people and repayment 
for the cost of feeding and occupying Germany, or should it be 
the long-term security of the world? As long as we continue, 
as a member of the Allied Control Council, to be part of the 
government of Germany, we have the obligation of preventing 
starvation and disease in that country. (It is an interesting 
commentary that as conquerors we assume the responsibility of 
seeing to it that those whom we have vanquished shall remain 
alive while those who have suffered so horribly from Hitler’s 
hordes are in so many instances going hungry. Inadvertently, 
we seem to have put ourselves into a position where we have set 
up a priority system in starvation and have put the Germans at 
the bottom of the list.) 

To be sure, we want to be repaid for the food and other goods 
we make available to Germany and it is but natural that we 
should want to be reimbursed for the costs involved in maintain- 
ing our army of occupation. But is it good foresight to insist on 
these repayments, if to get them we must retain in Germany an 
industrial machine which in the future can be used again as the 
basis of a German armament revival? Would it not be more sen- 
sible to assume these costs ourselves for the next few years and 


[529] 


| 

| 

| 

| 

| 

| 


70 EUROPEAN RECOVERY [VoLt. XXI 


remove the threat to the safety of the world that will lie in a 
Germany which still has synthetic rubber, synthetic oil, syn- 
thetic nitrogen, automotive and heavy steel industries? Such 
costs may be high, but they will be a cheap insurance premium 
against any revival of German militarism—at least within the 
present generation. The economic demobilization of Germany 
may prove expensive to us. In return, however, we shall be 
purchasing many additional years of security. 

A further factor which will determine what will be available | 
for reparations removals will be our policy toward the Ruhr. 
The greatest concentration of heavy industry lies in that area— 
industries that are needed and badly wanted by some of our 
allies. If the Ruhr is separated from Germany by cession to any 
of the western European Powers, the probability is that much 
of the equipment there will be retained and incorporated into 
the economy of the neighboring countries. If the Ruhr is inter- 
nationalized, it is quite likely that much of the equipment will 
be kept there and used for the manufacture of goods to pay for 
necessary imports into Germany and perhaps for recurrent repa- 
rations. ‘The extent to which the latter is done will, of course, 
have a direct bearing on what will be available from the existing 
wealth of Germany to recipient countries, although it may be | 
offset in time by greater shipments of manufactured goods as 
reparations. 

Whatever our policies turn out to be, relative to the German 
standard of living, the cost of occupation, or the future of the 
Ruhr, one conclusion appears to be definite. The total value of 
the plants and equipment that will be removed from Germany | 
will be relatively insignificant as compared either to what she _ | 
paid in reparations after the last war, to the losses suffered by 
the United Nations, or to the cost of the war. Recent estimates 
place the value of all movable industrial capital assets in Ger- 
many at the present moment, after making allowances for war | 
damage, at approximately 13 billion marks or about 5 billion 
dollars at the inflated pre-war rate of exchange. Of this | 
amount, capacity to the amount of approximately 8 billion 
marks is located in the three western zones. It is obvious that all 
of this capital cannot and should not be removed. Even that 
part which will be removed will have considerably less value 
after it has been transported and erected at its new site. 
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It should be noted that the Protocol makes no provision for 
recurrent reparations deliveries. The extent and duration of 
such deliveries are still to be agreed upon. It is worth while 
noting that the deliveries to be made by the U.S.S.R. in return 
for her 15 per cent share of the removals from the western zone 
are to extend over a period of five years. This may have some 
bearing on the ultimate decision as to the length of recurrent 
reparations when such are provided for. The size of these de- 
liveries will, of course, be directly affected by what we decide 
to do concerning plant removals. 

Nor is there anything in the Protocol concerning restitution. 
This is a matter of vital concern to some of the western European 
nations, particularly those bordering upon Germany. Hundreds 
of millions of dollars’ worth of property stolen from these coun- 
tries—some of it vital for the reconstruction of their economies 
—is still in Germany. 

Some Dutch frontier towns have been denuded of their cows. 
It has been reported that the Dutch can see their own cows on 
the German side of the border. These cows are producing milk 
which cannot be made available to the Dutch because, as one 
official stated, it is needed to prevent unrest and disease in Ger- 
many. It has been estimated that more than 90 per cent of the 
Dutch freight and passenger railroad cars and some four million 
bicycles were moved into Germany by the Nazis. The location 
of many of these items has been definitely verified. The return 
of works of art and objects of religious and historical value is 
already under way; but the Dutch, the French and other peoples 
of Europe want their other property back also. They are fear- 
ful that it may find its way into the reparations pool and not 
be available to them if it is not returned quickly. 

Also omitted from the Protocol is any reference to reparations 
labor. Until a final peace treaty is written, the French, the 
Soviet and other governments will no doubt continue to use 
prisoners of war for reconstruction purposes. It is possible that 
if the signing of the peace is long enough deferred, the problem 
of reparations labor may solve itself in the sense that none of 
the claimant nations may at that time have any further desire 
for labor services from Germany. 

These matters are still to be resolved in connection with repa- 
rations. There remains also the important task of determining 
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how reparations will be divided among the nations with rec- 
ognizable claims. With the exception of Poland, the shares of 
these countries are to be paid out of the zones occupied by the 
United States, the United Kingdom and France. Some seven- 
teen governments have been invited to submit their reparation 
claims. Their representatives are now in session in Paris for 
the purpose of reaching agreement as to their respective shares, 

There also still remains to be created a permanent reparations 
agency to carry out the administrative tasks incident to the dis- 
tribution of reparations. The main functions of the agency, 
which will be made up of representatives of all claimant coun- 
tries, will be to allocate specific plants, properties and commodi- 
ties to specific claimants and to settle any disputes that may arise 
with reference to such allocations. 

Though the progress of the reparations settlement has been 
rapid, it is evident that there are many difficulties still to be re- 
solved. One thing, I believe, is certain. Reparations will not 
be the long drawn-out affair that followed the last war. One 
need not be an optimist to prophesy that there will be no occa- 
sion in May 1951, six years after the capitulation at Rheims, 
when an authority on reparations will be in a position truthfully 
to say: “ The reparations problem in all its aspects is far from 
settled. A new beginning merely has been made.” 


REMARKS 


CHAIRMAN Burcess: Thank you, Dr. Lubin. We are glad more 
than a beginning has been made. 

We always welcome to our meetings the next speaker, Professor 
Robert Warren of the Institute for Advanced Study at Princeton, who 
will speak to us on “ Europe’s Financial Needs”. Professor Warren. 


PROFESSOR ROBERT WarREN: Mr. Chairman, in using the term 
“Europe ” this afternoon, you will understand that I am speaking of 
those countries of Europe which were not covered by the preceding 
speaker, Dr. Lubin, who was discussing, let us say, the late enemy 
countries. I shall mean by the term “Europe” only the countries 
which were either neutral in the recent struggle or allied with us. 
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fered the hope that, in facing the post-war world, we 

should avoid the mistakes of 1919. He did not elaborate 
this statement; but it is so arresting that I propose to use it 
as my text in discussing our prospective response to Europe’s 
current economic needs. 

Twenty-six years ago we confronted the problem of our part 
in European economic reconstruction, and for some six or seven 
years both public and private agencies in this country devoted 
to it a great amount of energy, intelligence and good will, to say 
nothing of vast sums of money. One way and another, the 
various problems were brought to what were called solutions; 
and then, almost at the moment of seeming success, the whole 
laborious fabric tumbled in ruins. Something had evidently 
been wrong—terribly wrong—about our earnest and costly ef- 
forts. Certainly, we wish to avoid the mistakes that led to such 
catastrophe. The first question is: What, precisely, were the 
mistakes of the nineteen-twenties? 

This afternoon, I propose to offer for your consideration my 
version of those mistakes. No doubt other persons would give 
quite a different list. I do not even insist that I am entirely 
satisfied with my own catalogue. But it seems to me quite clear 
that we shall never avoid the mistakes of the twenties unless we 
have some idea of what those mistakes were; and we shall never 
know, as one international program unrolls, whether we are 
repeating or avoiding those mistakes, unless we provide our- 
selves now with some criteria of judgment. 

The topic of this paper, “ Europe’s Financial Needs ”, shows 
that in some respects our premises today are similar to those of 
@ generation ago. Certainly at that time Europe’s economic 
needs were assumed to be primarily financial; and in the field 
of economic reconstruction, complete reliance was placed upon 
institutional international finance. 


This premise was historically logical. The early years of the 


a his last annual message, the late President Roosevelt of- 


[533] 


| 
| 
| 


74 EUROPEAN RECOVERY [VoLt. XXI 


twentieth century had seen the flowering of the money economy 
into a highly developed phase of finance capitalism; and the war 
had demonstrated a capacity of the credit mechanism to trans- 
mute capital into income and income into capital, in a measure 
far beyond the anticipations of either academicians or financiers. 
In 1914, it had been widely believed that finance would prove 
the limiting factor of war—that the war would of necessity be 
brief because a long war could not be financed; actually, finance 
proved a facilitating mechanism for extending military magni- 
tudes to unprecedented dimensions. To economists, financiers, 
statesmen and people generally, it seemed the realization of the 
alchemists’ dreams; finance was the art, not, indeed, of trans- 
muting base metals into gold, but of transmuting paper into the 
wealth of nations. It is small wonder that the economic prob- 
lems of the post-war world should have been regarded as soluble 
not only primarily but exclusively in terms of finance; and that 
the former mysterious and dismal subject of economics should 
have been resolved into the happy mathematical simplicities of 
““ money and banking ”. 

The world of the nineteen-twenties saw all economic prob- 
lems essentially as financial problems and susceptible to financial 
solutions; and for these solutions it found institutions at hand— 
institutions of tested and proved capacity. For the restoration 
of an international medium of exchange, it had the codpera- 
tive system of national money markets captained by their re- 
spective and collaborating central banks; for relief and rehabili- 
tation, it had the institution of international banking, with its 
long record of constructive achievement in the direction of 
international capital movements. 

If this underlying faith in the financial solution of all eco- 
nomic problems was strong in the twenties, it is scarcely weaker 
in the forties. The first international plans to be discussed in 
anticipation of the end of hostilities looked to the restoration of 
an international medium of exchange; and these were presently 
supplemented with plans for the creation of an international 
bank for longer-term loans. As provided in the Bretton Woods 
arrangement, the Fund is functionally the successor of the inter- 
national money market; and its board of directors is the suc- 
cessor of the codperative organization of central bankers. Some 
such institutional innovation was logically required for two 


[534] 


| 
| 


No. 4] EUROPE’S FINANCIAL NEEDS 75 


familiar reasons: the former international money market can 
no longer operate in the presence of rigid money rates; and as 
the paramount function of central banking is the maintenance 
of the national pattern of money rates, the central banker is de- 
barred from his international functions. The International 
Bank, provided at Bretton Woods, is the logical supplement of 
the Fund, and functionally is the successor of the international 
bankers. 

Now it is rather fashionable to reduce questions of functional 
institutions to the argumentum ad hominem. The international 
financial institutions with which we are concerned were, in the 
twenties, in the hands of persons called “ private individuals ”; 
under current proposals, the successor institutions will be in the 
hands of persons called “ public officials”. ‘To some this seems 
to make all the difference in the world—the precise difference 
between goodness and badness—with the location of these respec- 
tive attributes depending on general intellectual propensities. But 
I do not believe that what proved to be the mistakes of the twen- 
ties are attributable to the personal shortcomings of the actors; I 
believe that they were due to faults in the underlying premises 
on which they were acting. 

Since I believe that this failure was not primarily a fault of 
individuals or even of institutions, I offer for your consideration 
what I imagine to have been its fundamental errors. Of these, 
I shall enumerate four. 

First, there was an exclusive preoccupation with finance, or 
perhaps, more bluntly, a confidence in the loan as the universal 
panacea for all economic ills. There was, I believe, a failure to 
appreciate how complex and delicate had been the mechanism of 
political economy before 1914; how many intangible values had 
been destroyed by a war in which physical destruction was con- 
centrated in a narrow zone. In the preoccupation with finance, 
and in the reliance upon what seemed to be tried and proved 
mechanisms, there was a failure to appraise the kind of world 
in which those mechanisms were applied, and the changed politi- 
cal, social and economic institutions which the financial mecha- 
nisms were to supplement. It was not a question of whether the 
financial mechanism was good or bad in itself; the question 
was whether it fitted. The answer was that it never fitted. 

The second error of the twenties was the overloading of the 
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economic machinery with uneconomic residuals. The after- 
math of every program of war finance involves a considerable 
amount of shifting of costs; and, in that instance, the settle- 
ments of the inter-Allied debts and the reparations were efforts 
at an international shifting of war costs. There was never any 
doubt of the validity of the inter-Allied debts; the terms were 
denominated in the bond, and the settlement was far easier 
than the bond. While the original reparations claims were ex- 
aggerated, the eventual dispositions represented international 
agreement. Yet within less than a decade both settlements had 
been abandoned and are now forgotten. The world economy 
had never supported the residual overload; the finance mech- 
anism had momentarily made it seem supportable. To quote 
William Adams Brown, it had “ created a facade that masked 
the true nature of economic problems. It promised escape from 
radical economic readjustments by making hard and intractable 
problems appear transitory and transitional. It was a false 
signpost that made dangerous ways seem safe.” The fault, how- 
ever, was not that our claims for repayment were unjust, or that 
the Allied claims for reparations were unjust, or that this or 
that one of the aggregate of loans was imprudent. The fault 
was that the whole structure was unsound; and the solemn con- 
ference, the ingenious plans, the glowing prospectuses were only 
the sequences of a charade. This is not to say that the program 
accomplished nothing; it is to affirm that it could have been ac- 
complished at a fraction of the loss, if the uneconomic or anti- 
economic nature of the war residuals had been acknowledged. 
The third fundamental error seems to me to have been politi- 
cal timidity. The records of the period indicate that warnings 
were not entirely lacking. Some were shouted down, more were 
ignored. Others, more influentially placed, were dismissed, as 
“ politically impossible”. This proposal would offend France, 
and that would antagonize England, the other “ could never 
get by Congress.” The world never has a surplus of wisdom at 
its disposal; but the historian, leafing over the records of inter- 
national conferences, must often be dismayed to discover how 
much of this scanty store is secretly buried because someone re- 
garded not its acceptance but its mere consideration as “ politi- 
cally inexpedient”. By what peculiar insight do negotiators 
recognize this or that suggestion as “ politically impossible” 
without submitting it to the responsible political authority? 
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To a degree, the international financial conferences of the twen- 
ties were conducted in a world of conscious make-believe. 

The fourth mistake of the twenties has been so often acknow- 
ledged that it would hardly be necessary to mention it, except 
for one peculiarity. In the twenties it was known to bea mis- 
take; the fault was universally recognized; yet little or nothing 
was done to correct it. As every high school boy knows—and I 
mean literally—an international loan is a prepayment of goods. 
The borrower buys present goods with the loan, the lender buys 
future goods. This simple fact presupposes two conditions. The 
borrower must be capable of producing at a specified future 
time a surplus of goods desired by the lender, and the lender at 
that specified time contracts to desire such goods and in such 
quantities. The essence of every successful international loan 
has been the desire for imports—and not imports in general, 
but the specific products the borrower was capable of producing. 
This fact is so well known that I blush to repeat it. But it was 
equally well known in the twenties and completely ignored. 

So far this paper has been phrased in the past tense. Unfor- 
tunately, Europe’s financial needs are in the present tense, and 
some observations on the present are no longer escapable; indeed, 
two are implicit in the preceding remarks. 

The first concerns the disposition of war residuals. The 
inter-Allied debts from the war of 1914 to 1918 still exist, as 
former Pesident Hoover not so long ago reminded us, in a state 
of technical default; and the still larger debits of Lend-Lease 
from the recent war. I do not see how the financial needs of 
Europe can be seriously considered until these have been for- 
mally erased from the slate. 

The papers this morning indeed suggested that the current 
needs of Europe are much more economic than financial. A 
great many of those needs can be met only by organization on 
the spot. The reconstruction of Europe’s transportation, the 
provision of most of its coal, the growing of its food, and so 
on, are mostly questions of their international and institutional 
organization and distribution, and only to acomparatively minor 
extent, at most, can they be met by outside help. They can be 
impeded a great deal by outside hindrance. But to the extent 
that Europe’s immediate needs are financial, the question would 
still remain whether those financial needs can best be met by 
the conventional and commercial mechanism of lending, whether 
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that is conducted by private organizations or by private meth- 
ods, or whether they should be considered as part of the war 
costs and be met by outright gifts. 

It seems to me that we still lack in our own minds a clear 
definition of what the war was about—what was Hitler’s of- 
fense? Was it economic ideology, cruelty or military aggres- 
sion, or was it, as I believe, the fact that Hitler and his party 
denied the unity of European civilization? The very fact that 
he proposed that there should be one people in Europe who were 
to be masters and all others were to be slaves shows that he was 
an apostate from the European tradition, and a denier of Euro- 
pean civilization. It is small wonder that all Europe and all 
its descendants rose against that blasphemy. But if that is true, 
this war was not a war for the destruction of Hitler, it was a 
war for the salvation of European integrity. If that be true, 
then until European integrity has been restored, the war is not 
over, and those of you who listened to the accounts of this 
morning and supplemented them, as I know many of you did, 
by your own knowledge know that the integrity of European 
culture, civilization, even its existence has not yet been assured. 

Until it is so, I believe that it is no time to consider that 
Europe is the happy hunting ground of the banker or the ex- 
porter. I believe that it is no time to approach our financial 
relations with that continent in the spirit of bargaining. I be- 
lieve rather that we should approach it as we did when we real- 
ized that the war was impending—in the same sort of spirit that 
led to the devising of Lend-Lease. Lend-Lease, as a war meas- 
ure, properly and statutorily expired with the termination of 
hostilities, but the need for American aid in the salvation of 
Europe and civilization did not end on the 8th of August. I 
suggest that, regardless of the statutes, we are confronted with 
a problem which can be best approached for the present in the 
spirit of Lend-Lease. 


REMARKS BY THE CHAIRMAN 


CHAIRMAN Burcess: Professor Warren as always has given us an 
important thought to treasure and turn over in our minds. 
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POLITICAL PROBLEMS IN EUROPE 


REMARKS BY THE CHAIRMAN 


CHAIRMAN BurcEss: We now turn to a question that I know 
all of you are anxious to explore and about which probably most 
of you are a little hazy, ““ American Occupation Policies in 
Germany ”. 

I am particularly glad that this topic gives us a chance to wel- 
come back a friend of the Academy. Before America entered 
hostilities John J. McCloy went to Washington, where he has 
quietly and effectively worked with the Secretary of War in 
one task after another, in which he has made the force of his 
personality felt. We are glad to welcome him back where he 
belongs, in New York, and to acknowledge the splendid work 
he has done. We are glad to hear at this time from the Assistant 
Secretary of War, John J. McCloy. 
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AMERICAN OCCUPATION POLICIES IN GERMANY 


JOHN J. MCCLOY 
The Assistant Secretary of War 


MM assigned subject is ““ Our Policy in Germany ” but I 


hope you will excuse me if I vary it somewhat. I 

think that it is more fitting for me to talk of the 
problems of our occupation in Germany and make some obser- 
vations on the operations of our administration there rather than 
to discuss our policy. After all, our policies have been pretty 
well stated. The directives to General Eisenhower have been 
published. The Potsdam Declaration has been promulgated and 
at least our general objectives have been well advertised. More- 
over, as a representative of the Army it is not in my province 
to discuss our state policy. General Eisenhower is correct when 
he says that he and the Army are the instruments and not the 
makers of policy. 

The Army is in Germany to achieve the objectives which are 
given to it and, in talking briefly of the problems the Army 
is facing and how it is coping with them, I know that I can be 
more informative than if I attempted to expound our policy or 
discuss its merits. Moreover, I feel better qualified to speak, 
for I have just returned from a trip which has taken me around 
the world, during which it was my chief task to observe opera- 
tions of our occupational administration in Germany, Austria 
and Japan. 

Again, I know you will forgive me if I give you only my first- 
hand impressions. I returned to this country only a few days 
ago after an absence of a little over a month from my desk. 
Since I landed from my plane there have been people to see and 
things to do in such quantity that I have not had an opportunity 
to prepare a thoughtful and balanced analysis of the problems 
of occupation. I will attempt, however, to give you a sort of 
running account of the things that come to my mind, as a re- 
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sult not only of my observations on this trip but of a rather 
sustained and continuous association with the problems of Ger- 
man occupation from the invasion of Germany to the present. 
I can pass quickly over the period of the fighting when it was 
the duty of the military government to keep the lines of com- 
munication open, to keep the civilian population out of the way 
of the armies; in short, to relieve the combat forces of concern 
for the enemy population behind the lines. This, in itself, was 
an enormous task; and men had to be trained for it, and they 
were trained for it. The training commenced before our initial 
landing in Africa and it continued throughout the period of 
the hostilities. _Men were selected in and out of the Army who 
had knowledge and experience in administration of cities, towns 
and states: sanitary engineers, city managers, public officials, 
lawyers, financiers, economists, administrators of every sort. 
We recruited the leaders of the communities, men who had 
records of capacity and who were induced through patriotic 
appeal to give up their jobs and take on the rigors and incon- 
venience of army life. These men were given courses in the 
form of government of each country that we might be called 
on to occupy, as well as training in dealing with the problems 
they would be called upon to meet. The courses were well in- 
structed or as well instructed as the facilities of the country 
could supply—at least so far as we could foresee at that time. 
We had no large corps of civilian administrators such as the 
British Empire could call on from their colonial administration; 
but we recruited an excellent body of highly experienced pro- 
fessional and business men, government officials and representa- 
tives of labor. They were men of devoted spirit, and it is these 
men who constitute in the main the men who are now carrying 
on our occupational job in Germany. They did their job well 
during the period of combat. We had no disturbances behind 
the lines; the troops moved ahead freely, and the rear was organ- 
ized by teams of these men as the armies went forward. The 
test of their efficiency was the repose which everywhere followed 
the progress of the combat troops. Refugees were cared for, 
food was distributed, sewers were repaired, dead were buried— 
all of the enormous problems of reorganization and stabilization 


which follow the wake of battle were dealt with, and they were 
dealt with well. 
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Then came the victory—a victory almost unparalleled in his- 
tory—a Russian, a British, a French and an American Army 
bore in on Germany. They met in the center of Germany— 
a once highly organized country, centralized and articulated. 
The forces and the conflict surged right up to the very desk of 
the Fiihrer in the Chancellery in Berlin. Some of the heaviest 
fighting took place in the portico of his office. 

The result was the most complete economic and political col- 
lapse that we know of, at least in modern times. There was no 
government, there was no economy left; but the American 
Army had on hand a group of men and officers whose duty it 
was to take over the administration of Germany. The Amer- 
ican Army, however, was not the only army which had con- 
quered Germany. There were three other armies, and all four 
were faced with plans for the government of Germany contained 
in Allied decisions, made long before, which necessitated joint 
control of a nation of seventy million people. 

It is a novel situation in history—four nations have assumed 
and exercised supreme governmental authority over an area 
which was once the most vigorous political and economic unit 
in Europe. The objective agreed to by the four Powers is the 
complete demilitarization of that area, the drastic reorganiza- 
tion of the political, economic and ideological life of these people, 
and their ultimate reéducation and redevelopment as a self- 
governing democratic body. 

The peoples of these four governing nations are themselves 
widely scattered over the world. Their histories are diverse. 
The four nations differ radically in their prior experience, meth- 
ods and objectives in the government of other areas and peoples 
—indeed of theirown. Their fears and hopes and interests with 
respect to the future of the people in the territory to be gov- 
erned were and are different and to some extent widely diver- 
gent. There is the tremendous barrier of three different lan- 
guages which impedes communication and accurate understand- 
ing among the governing groups. There is the further barrier of 
the fourth language of those who are governed. 

It would be idle to expect any simple and entirely satisfactory 
results from any such novel and complex undertaking. 

With the victory, additional specialists were recruited to sup- 
plement those already in the Army or connected with it. New 
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staffs were organized—a council of the four nations was set up. 
Each nation had contributed to the victory, each had an obvious 
and a deep interest in the area to be occupied. But the nego- 
tiations and agreements effecting central control take time to 
evolve and, pending the achievement of these agreements, the 
Commander-in-Chief of each of the armies was given the au- 
thority to exercise complete governmental functions in the area 
his army occupied until common agreement could be reached. 

I think it is safe to say that no zone commander was faced 
with as many diverse and heavy problems as was General Eisen- 
hower. It is difficult for anyone who has not observed condi- 
tions in Germany during the last stages of the war and after the 
defeat to begin to appreciate the complexity of the task of re- 
constituting the functions of government in the conquered area. 
Not only did he and General Clay have the task of handling the 
great military forces involved in the reshuffling of the armies, 
the movement of their supplies as they settled themselves, the 
quartering of the troops, but immediately they were plunged 
deeply in the problem of redeployment for the Japanese war, 
and, shortly thereafter, in the even more greatly complicated 
process of demobilization. 

The varied functions of government had to be set up in ac- 
cordance with the drastic de-Nazification directives which Gen- 
eral Eisenhower received. Communications, transportation and 
practically all productive facilities were either shattered or par- 
alyzed, and on top of it all came the monumental influx of the 
refugees. The millions of persons cast loose by the Nazi col- 
lapse, former prisoners and the so-called displaced persons 
drawn from every nation in Europe and many from Africa and 
Asia, flooded the American zone seeking refuge. In numbers 
they exceeded the greatest European migrations of history and 
they were more disorganized. They had to be sorted out, trans- 
shipped, deloused, fed, tended to, relocated—people of every 
condition, age and health—men, women, children. The con- 
ditions were literally indescribable, yet the Army set about 
the task, checked disease, supplied clothes, organized camps, fed 
and moved these people by the millions. Three and a half 
million have already been relocated. There are hard cases yet 
to be dealt with—those who do not want to move or cannot 
move or those for whom no arrangements can be made for their 
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reception in other countries; but the great majority of the dis- 
placed persons have been cared for and transferred to the lands 
of their choice. 

No one has yet adequately appraised the size and complexity 
of this task. Yet while it was going on, the process of reorgan- 
izing the German communities was also proceeding. Take the 
City of Nuremberg—many of you are familiar with it—you 
would not recognize it now. All of the old city—the city en- 
closed by the old wall—is virtually a rubble heap (and Nurem- 
berg is not unique), most of the wall is torn down, and the en- 
tire city is a great wreck. It was a center of Nazi activity and 
consequently there were many Nazis in office. They were either 
apprehended or discharged from the administrative posts which 
they held. Although they were the only skilled, energetic people 
immediately at hand, under our rules they had to be rapidly re- 
placed. Water had to be made available and centers of food 
distribution set up, sewers repaired, streets made passable, power 
reinstalled. This was not done to rebuild our former enemy 
but to make it barely possible for people to live and function on 
anything other than an animal basis. The military government 
people tackled the job and something resembling livable condi- 
tions has been restored. 

Our short-range policy included the demilitarization and de- 
Nazification of our zone. Today there is no German army, 
there is no Gestapo, and there is no Nazi administration left in 
the country. 

From some of the reporting which we have had in this coun- 
try one would get the impression that the Army had been very 
lax in its execution of the de-Nazification policy. On the con- 
trary,’it is demonstrable that we have been drastic. Indeed, 
in our zone our policy has been more severe than has been the 
case in any other zone. The English, for better or worse, have 
not gone half so far. Nazi specialists discharged by us have 
been reémployed by the French, and even the Russians are not 
so strict in rooting out these former German Nazi leaders. We 
have not been able to obtain Russian or English concurrence to 
our de-Nazification policy, for both of these governments feel 
that it does not allow sufficient leeway to utilize the services of 
those Germans who have special aptitudes or experience. To 
date we have about 87,000 former Gestapo, S. S. troops, Nazi 
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leaders, military officers, and industrialists in detention. We have 
removed more than 100,000 Nazis from office. I doubt whether 
the record of the armies of the other Powers is as consistent or 
far-reaching. At least, if it is, we have no knowledge of it. 

As I have indicated, we have carried out our immediate demil- 
itarization plans completely. The German Army no longer ex- 
ists. The General Staff is dissolved and many of its former 
members are in jail or awaiting trial. German war materials 
have been taken into our custody. Much of their war-making 
industrial plant was destroyed during the war or is awaiting 
removal pursuant to the Potsdam reparations policy. We have 
taken complete control of all of the I. G. Farben combine which 
lies within our zone, and at American instigation a four-Power 
agency has been set up to deal with its dissolution. Bear in mind 
only five per cent of the Farbenindustrie is in our zone. 

Criticism there has been. Where it is founded on fact, the 
Army welcomes it. In a task so complex, so far flung, it is in- 
conceivable that we should not make mistakes. When they are 
discovered, every effort is made to correct them promptly. 

I want to say a further word about the men who are doing 
this job, for they are a group of which this country can be 
proud. Most of them are older men, former leaders in their 
communities. Perhaps the majority of them are “ retreads ”— 
officers or veterans of the last World War who came forward to 
serve their country again in this war. They have given up 
established homes and livelihoods to undertake the unglamorous 
tasks of cleaning up after the battle and the shouting have 
passed. They have to live in the most depressing of surround- 
ings and deal every day with the headaches of a destroyed and 
dislocated society. It is their task to furnish the follow-through, 
while the nation demands and obtains the quick demobilization 
of its forces. There is nowhere in this country a comparable 
group of such devoted, experienced and skilled men as the Army 
has called upon to perform this task. Those who have taken 
the pains to examine with any reasonable care the work they 
are performing, and who are objective in their observations, 
recognize and appreciate the work of these public-spirited men 
and officers. Some of the irresponsible and outrageous attacks 
which have been made on the competence of these officers, and in 
some cases even on their motives, are hard to understand or con- 
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yne. The views of the attackers, safe in their remoteness from 
the problems, should be properly discounted. I saw an article 
which said that only the dregs of the Army were left to carry 
on this work. Actually many of these men are classed by the 
Army as essential and, in spite of the fact that they may have 
served in Africa, up through Italy and then in France, they 
still have to remain on the job in Germany. Very few sought 
the job; the job sought them and they forever deserve well of 
their country. 

Without the follow-through the objectives for which the 
battle was fought and won may be dissipated. Today we have 
Germany and Japan stricken and conquered. It is our aim to 
create the conditions which will make them peaceful and law- 
abiding members of the world community. It is a long process 
requiring the use of sustained force and enlightened administra- 
tion. The future destiny of our country is closely related to 
the manner in which we cope with the problems of administra- 
tion in the conquered areas. The work of the men who are 
charged with the task, for your own sake and interest, should be 
intelligently followed and upheld no less than was the case of 
the combat troops without whose efforts we should never have 
had the opportunity to concentrate on the achievement of our 
peace objectives. I urge all of you who do have an interest in 
this great problem to read the excellent monthly reports which 
General Eisenhower is making to the Secretary of War on the 
administration of the occupation. No other nation involved 
in the occupation publishes such full and frank reports. 

I have given you some of the short-range objectives which 
either have been achieved or are well on the way to being 
achieved in Germany. Our objectives, however, cannot all be 
negative ones. If Germany is not to be a burden on the Amer- 
ican taxpayer, constructive steps have to be taken to enable the 
German people to work out their own political and economic 
reconversion. 

The situation in Germany today as the Army finds it is not a 
pleasant one. Industry and commerce are at so low a scale as 
practically to be nonexistent. Clothing, food and transporta- 
tion are scanty, with the result that every city is full of long 
queues of people waiting to obtain the simplest necessities of life. 
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There will be very little coal, except for some meager heating of 
such institutions as hospitals and the supply of food processing 
plants. There is a fiscal and currency situation which hovers 
on the brink of complete collapse. In short, on every side there 
is the evidence of complete demoralization. Every town of any 
size, main or provincial, with almost no exception, has been 
heavily bombed. On this stage we must erect a new society—a 
peaceful society and a democratic, liberty-loving one. 

The Army has not yet been able to reconstruct in anything 
like adequate measure such services as the postal system and the 
general communication and transportation systems, to make it 
possible for people to exchange things and distribute the limited 
quantities of goods which are available. If there are famine and 
freezing on top of the other depressing conditions which are to 
be found in Middle Europe, there will be a very scanty soil in 
which political wisdom or liberal political thinking can be nur- 
tured. By February 1, a determination will have been made 
as to the amount of industry which can safely be left in Ger- 
many in order to give her a standard of living not exceeding 
that of her surrounding countries and prevent her from becom- 
ing a public charge. The rest will presumably be destroyed as 
a war menace or transferred as reparations to those countries 
which wish to receive it. The reports show that 25 per cent of 
the industrial plants of Germany has been destroyed by bombing 
or war damage; and I do not know how much has been removed 
already from the Russian and French areas. Further removals 
of industrial plants are still to take place under the reparations 
program. General Eisenhower reports that less than 5 per cent 
of industry in the western zone is operating; and we know that 
Germany normally has a large food deficit. On these facts, you 
cannot envy the Army its task of achieving one of the objectives 
given it by the Berlin Protocol, namely, to permit Germany to 
sustain a peace economy without external assistance. 

Germany is not primarily an agricultural country; in fact it 
is far from it, and, with the resources it possesses and in view of 
the needs of the world, I personally do not believe it can ever 
be turned into an exclusively agricultural or pastoral society. I 
have seen reports which show how relatively little of the existing 
German industrial plant has been destroyed, but in all con- 
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science there would appear to any visitor to Germany to be 
enough destroyed to give a terrific setback to German industry 
when it is compared to that of her neighbors among the Allies. 
Particularly is this true when one has in mind the removals al- 
ready effected on the Russian side and those still contemplated 
throughout Germany. But even if not destroyed in large, or 
even substantial, part, we must remember that the plant is idle. 
Plants do not operate of themselves. They are merely part of a 
great nexus of communication and transportation facilities, of 
trade and raw materials. 

I do not believe that it is in our interest, or possible while we 
have any responsibility in the matter, to permit famine and dis- 
ease, or even malnutrition, to ravage our occupation area. The 
Germans may deserve such treatment for the much worse which 
they have visited upon the other peoples of Europe. Yet we 
know that the American people will not long tolerate such con- 
ditions, and the directive to the Army and the Berlin agreements 
do not contemplate that they shall exist. We must be prepared 
to provide for the time being such basic food supplies as may be 
deemed essential, and the Berlin agreements themselves state that 
measures shall be taken promptly to repair transport, to enlarge 
coal production, to increase agricultural output, and to effect 
emergency repair of utilities and housing. These are the essen- 
tial, immediate prerequisites of restoring the possibility of any 
economic life in Germany. Without these immediate steps the 
Germans cannot assume the responsibility of operating the little 
German industry, which immediately can be restored, to pay for 
food which must be imported. Without this minimum degree 
of rehabilitation there will be no portion of the peaceful domes- 
tic industry which the Berlin agreements permit the Germans 
to develop. In the next months it will be a struggle to get some 
economic life going, and, with the almost total absence of coal, 
there will be little enough. Certainly for a long time to come, 
in my opinion, there is no justifiable fear that Germany’s war 
potential is being rebuilt. 

The immediate task is the avoidance of epidemics, famine and 
unrest and the restoration of stable conditions in which a politi- 
cal rebirth of Germany can take place. It is time that the 
American people realized that this short-range task is now the 
important issue and not whether there is still some Nazi in the 
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town of Obersdorf or Nuremberg whom the Army has over- 
looked. 

I am convinced that the danger from Germany at the present 
time is not in any tendency toward loose control and quick or 
even ultimate revival. It lies rather in the immediate prostra- 
tion which can readily produce a state of permanent desolation 
likely to defeat our objectives even if it does not turn the stom- 
achs of our own and other peoples. It may lead later to a too 
great relaxation of controls and perhaps at the same time to a 
degree of civil disturbance and strife which will make the task 
of our military government officials even more difficult than it is 
at the moment. 

Those most determined to defeat Germany completely and to 
see that Germany shall not again become a menace to the world, 
if they are thoughtful, must realize that we cannot now draw 
back from taking at least the immediate sensible and construc- 
tive steps which are necessary, to use the words of the Potsdam 
Declaration, to enable the German people to subsist without 
external assistance. 

In accordance with a policy with which, because of its mil- 
itary implications, the Army and the War Department are in 
complete agreement, the highly centralized and subsidized eco- 
nomic controls of old Germany are being destroyed. The same 
is true of Germany’s excess industrial plant, but what that excess 
is should be determined by the most objective scientific appraisal 
which the experts of this country and our allies can furnish. It 
cannot be settled by passion or ideology or by impugning the 
motives of those who differ. When that decision is made the 
Army will carry it out, but in the meantime there is the imme- 
diate necessity of keeping body and soul together. We must 
understand that the Army’s job in Germany cannot be success- 
fully accomplished unless there ultimately emerges in that area 
a people or peoples who are conditioned and prepared to take a 
useful place in the society of nations. It is the duty of our gov- 
ernment and of the Allied governments to see that the Army 
commanders who are now controlling the situation receive di- 
rectives which make this possible. 

The Army is, of course, hampered in its efforts to decentralize 
industry and at the same time achieve a self-sustaining Germany 
by the existence of the separate zones. It is only by operating 
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the zones as an over-all unit with a balanced distribution of sup- 
plies between them that such an objective becomes feasible. The 
greatest credit is due to General Eisenhower and General Clay for 
their persistent and untiring efforts to obtain agreement in the 
Council for the central administration of the fundamental ser- 
vices of the country, such as transportation and communication. 
In spite of many trials and tribulations, real codperation was 
achieved in the first meetings of the Council, and the difficulty 
we are now encountering in our attempt to achieve a central 
machinery for the nation-wide services, contrary to the general 
conception, does not emanate from the Soviet Union but from 
France, one of the western democracies. ‘The French have been 
reluctant to permit any form of central administration which 
would include all areas in the West. They are afraid, I assume, 
that if they do, a pattern will be set for the West, as the turning 
of the administration of the area east of the Oder to the Poles 
and the Russians is likely to set the permanent pattern in the 
East. At the bottom of this is, of course, the desire of the 
French for the separation, if not the annexation, of the Ruhr 
and the Rhineland. I think that, but for this difficulty, there 
would have been a very substantial measure of four-Power agree- 
ment in the Council. Whatever the cause, matters of the utmost 
consequence have been held in abeyance—banking, currency, 
taxation, for example—and until such problems are dealt with 
there can be very little progress made in treating Germany as an 
economic unit, as Potsdam calls for, under the agreement of the 
four Powers. Of no less significance is the question of the 
public debt on which is built the whole structure of savings 
banks, life insurance, social insurance and bank deposits. Ex- 
ports and imports should also be treated centrally if Germany 
is to be regarded as a unit, but all these vitally important matters 
seem to be held up by France pending the settlement of Ger- 
many’s western frontier. 

The Army has about accomplished the short-range objectives 
of our occupational policy in Germany, though there is still 
considerable work in the way of basic reconstruction to be done 
under that short-range program. I venture to give the assur- 
ance that nothing has been done by the Army or will be done by 
it which will in any way prejudice the long-range objectives of 
the country in relation to Germany. How much industry will 
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eventually be left to Germany can later be determined unprej- 
udiced by any steps the Army may now be taking to keep 
things barely afloat in the areas of Germany over which it exer- 
cises jurisdiction. 

There is one more thought I should like to leave with you be- 
fore I close and that is that if we seek security, there is only one 
way to achieve it. It is, as it always has been, by eternal vigi- 
lance. There is no high short-road to the permanent pacification 
of either Germany or Japan. It cannot be accomplished by a 
single once-and-for-all blow of destruction. I have no illusions 
about the repentant character of either the German or the Jap- 
anese people. In my judgment there will be a prolonged period 
before we can hope that the roots of free living, free thinking 
and peaceful conduct are seated in German soil. This means 
that this country must have not only the will, but the continued 
capacity, to step forward and check, as it appears, any recru- 
descence of aggression in Germany. It is mainly in our own 
strength and steadfastness of purpose that the future peace of 
the world lies—and we must never forget it. 


REMARKS BY THE CHAIRMAN 


CHAIRMAN Burcess: Mr. Secretary, we are most appreciative of 
your coming here and giving us this first-hand impression about the 
problems in Germany. 

Now, as you all know, it is customary at these occasions to have a 
period of questions and answers and discussion following the addresses. 
The discussion will be opened by someone who has spoken here before. 
I could spend some time introducing him, giving you his history. I 
think it is unnecessary. I iritroduce Mr. Leon Henderson. 
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POLITICAL PROBLEMS IN EUROPE: DISCUSSION 


LEON HENDERSON 


R. CHAIRMAN, there is so much that Secretary 
McCloy has said with which I agree that I hesitate 
to be critical. Nevertheless the fact still remains 

that we do not have a permanent policy concerning Germany, 
and that some determination must be made within a relatively 
short period of time. 

We have a question about Germany that relates to security— 
a question of a continuance of its efforts to dominate an other- 
wise rather peaceful world. Then we have an economic ques- 
tion about Germany and its relation to Europe, a Europe in 
which we have a great interest because I have a feeling that, any 
time there are great weakness and decay and unrest in Europe, 
we are affected and made weak by that very weakness. 

What kind of an end product do we want out of Germany? 
I think it is worth while here to indicate in broad outlines the 
sort of policy we have today. In the first place, one reason why 
the main policy declaration was so hastily put together at Pots- 
dam is that up to that time there had been no crystallization, 
no firm determination on the part of this country as to what 
its attitudes were. There had been an attempt made to set up 
a European Advisory Commission, at which first Russia and 
Great Britain and ourselves were represented, which was to try 
to settle before the end of the war as many as possible of the 
problems. The European Advisory Commission settled only a 
few things. There can be, and there was, a difference of opinion 
as to whether the European Advisory Commission was the proper 
agency for the predetermination of unified policies. 

I happen to believe that a great deal could have come out of 
it. I think, for example, that if we had wanted to create a 
mechanism which would insure confusion, we could not have 
thought of anything better than the four-way partition, and the 
attempt to run Germany, which has some kind of economic 
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unity, on four different bases. As Mr. McCloy has pointed out, 
there are four different economic and political philosophies back 
of the governments participating. 

I believe we might have avoided that. I do not think we 
would have had to wait for patchwork on a number of ques- 
tions. Yes, it is true, even though the English have ideas dif- 
ferent from ours on the degree of de-industrialization of Ger- 
many, and our opinion differs somewhat from the Russian and 
departs a bit from that of the French, who are the “ Johnny 
come latelies” in this program. Incidentally, I agree with Mr. 
McCloy that the French are the biggest deterrent to settlement 
of policy now. 

The E.A.C. never was given real authority. In fact, our 
government blocked the attempt of our representative, Ambas- 
sador Winant, to work out agreements on many of these ques- 
tions. I believe that if in 1944, beginning about August, there 
had been reasonably honest discussion and a grant of full power, 
many things which are confusing and bothering us might have 
been well on the way to settlement. I think we could have 
secured a better settlement with Russia at that time than we are 
likely to get in the Allied Control Council. That happens to 
be a personal point of view. But just about that time something 
was happening which illustrated our basic weakness as to policy 
with regard to Germany, and that was a lack of a firm policy 
which would be broadly representative of what the United States 
wants. The State Department, the Army, and the Treasury 
violently disagreed. 

One of the things about attending a meeting like this is that 
it touches one’s conscience so hard. After we heard Mr. Mason 
this morning, we wondered why we did not do more about the 
British loan; and after Mr. Cassels’ address we wondered how we 
can stand to have 3,000 or more calories while some of our allies 
have so few, some of them under a thousand; and after we heard 
Mr. Lubin, we wondered why it is necessary to be so very con- 
siderate about Germany when people in Holland and Belgium 
and France, our allies, are suffering. 

One of the reasons we feed Germany is that we have assumed 
a responsibility. That is why we do it. John McCloy has 
given us the Army reasons—for purposes of security, to prevent 
disease and unrest, and in order to carry out whatever is our 
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predetermined program—but that does not excuse us as a body 
of citizens from responsibility for our allies. 

To get back to our policy toward Germany, as a matter of 
fact the State Department fell down completely—fell down 
to such an extent that we had the rising of the Morgenthau 
Plan. Now, I do not want to betray state secrets, and that was 
a nice reference, Mr. McCloy. I think you quoted General 
Eisenhower who is usually a good authority for me, “ He and 
the Army are the instruments and not the makers of policy.” 
As a matter of fact, however, in the absence of any real foreign 
policy vis-a-vis the question of Germany, the Army in 1944 
picked up the ball and ran with it; from what I know, if it had 
not been for a certain Assistant Secretary of War named John 
McCloy, we probably would be in worse shape. 

As it was, we came down to the end of the war period with 
only a few things decided as to what the Allies would do col- 
lectively, and with a lot of other things undecided as to what 
we would do even if we had our own area. One of the things 
that should not be overlooked is that the Army was under the 
necessity of framing a policy for Germany. That necessity ex- 
isted because there was an obligation of Military Government to 
go forward, the necessity for some kind of interim policy like 
J.C.S. 1067, which had to be hastily drafted for use until the 
powers-that-be, who ought to have the responsibility for foreign 
policy, like the State Department and the President, could catch 
up to it. But there was also a fair amount of reaching for 
power on the part of the Army and an attempt to keep out 
civilian interference or bureaucratic interference or other cabi- 
net-agency participation, so that there would be exclusive de- 
termination by the Army as to what policy should be in the first 
period of administration of affairs in Germany. There was a 
certain amount of reaching on the part of the War Department 
for that kind of authority. 

Today we face the problem, as Eisenhower said, of turning 
over to civil administrators, by next June at the latest, the ad- 
ministration of Germany, and for this reason I am wondering 
how we go about getting a policy that is truly representative of 
what this country would like it to be. One of the points I am 
driving at is that the present policy has not been submitted in 
any form to the electorate, not submitted to review by any one 
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of the caustic committees of Congress. It has been a depart- 
mental determination of what the national policy should be, but 
there are public points of view certainly as to what kind of 
Germany we want to emerge. We do not have an exact idea as 
to whether Germany should be a Morgenthau kind of an agrar- 
ian colony or whether it should be something of a re-invigor- 
ated industrial colony as England would like to have it, or 
whether it should be split up so that France would in effect take 
over the industrial Ruhr. Of course, Mr. McCloy knows France 
will never take over the industrial Ruhr unless the War Depart- 
ment guarantees soldiers for about twenty years to protect it. 
Let us not make a mistake about any idealistic solution of the 
Ruhr. Not unless the American Army will give a guarantee, 
so that they will not get into the same trouble they had with the 
Rhineland in the early twenties, is France likely to want to take 
over the Ruhr alone. 

We still have the problem of determining the degree of de- 
Nazification, the question of what forms of political and labor 
growths are to be permitted or even encouraged, and from what 
sources German administrators are to be drawn. There is also 
the acute question of how long we are going to stay there; what 
kind of occupation force there should be—certainly not an 
occupation force that has one idea, that of coming home. We 
certainly cannot maintain order, if we have a long-term occu- 
pation of Germany, with that sort of force. We must find out 
whether or not we are going to have civil service administration, 
and from what sources we are going to draw the administrators. 

It probably will have to be a well-paid group, maybe a rotat- 
ing group in which you will have a certain amount of military 
support from units of our regular Army. Now, I could go on 
for quite a long time as to the list of things on which there has 
been no real American determination, but what it says to me, 
something which nobody has said today, is this: that war does 
not pay either to victor or vanquished. I wish it were pos- 
sible to translate the kind of discussion and kind of high-level 
information you get here into the determination of policy. What 
I am afraid of is we will make the same mistakes of the twenties 
that were talked about, today, that we will continue a policy of 
drift, and after a little while we will turn our thoughts inward, 
so that we will be, if I am to coin a phrase, isolationists again. 
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FROM WAR TO PEACE 


INTRODUCTION * 


LEWIS W. DOUGLAS, Presiding 


President of the Academy of Political Science 
President of the Mutual Life Insurance Company of New York 


HIS morning’s session and this afternoon’s session were 
devoted to an analysis of “ Europe’s Economic Prob- 
lems”. To those who contributed so much to making 

those sessions a success, in the name of the Academy, I would 
like to express our thanks and appreciation. 

This evening we are to discuss the topic “From War to 
Peace”. It is clear beyond debate that we have just experienced 
a devastating war, bringing in its trail desolation and devastation 
beyond the calculations of the human mind. It is not clear 
that we have yet achieved that lasting peace for which so many 
among the friendly nations, and under friendly flags, have 
given their last full measure of devotion. 

The making of the peace, the sort of peace for which we 
fought, is the most difficult task with which we as a nation 
have been confronted. 

It is not unfitting that every discussion should have both its 
prologue and perhaps its epilogue. It is not unfitting that on 
this particular occasion the prologue should take the form of 
a statement based on observations of the conditions that exist 


* Opening remarks at the Third Session of the Annual Meeting. 
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around the world. Mr. McCloy, the Assistant Secretary of 
War, was generous enough to address the Academy and its 
members and guests this afternoon on the subject of “ American 
Occupation Policies in Germany”. He has just completed a 
tour, a voyage in the air, starting from Washington, encom- 
passing all of Europe, the Middle East, India, China, Japan, 
passing over the Pacific and the continent of North America. 

Now, I confess to the members of the Academy and its 
guests that, on purely personal grounds, it is an extraordinarily 
great pleasure for me to introduce him to this particular 
audience. I would not be wholly candid or honorable were I 
not to tell you that we have known one another for a great 
many years. We have fished together on streams. On the 
streams he has always been bested. In the evening he has 
always won. He has all the talents of an artistic fisherman 
except that of catching fish. [Laughter] 

I confess, also, that, by one of those queer accidents of fate, 
he happens to be my brother-in-law. I want you to know the 
worst about him before I tell you the best. 

In 1940, at great personal sacrifice, he retired from the law, 
feeling, as many felt, that we were entering a period of great 
emergency, and he offered his services to the government. In 
1941 he was nominated to the position of Assistant Secretary of 
War. In that capacity he has carried for the Secretaries of 
War many weighty burdens. Indeed, I venture to assert that 
he has contributed more to the welfare of his nation, and to the 
welfare, perhaps, of other nations, than the written record will 
disclose, and more than his own modesty will permit him to 
admit. 

And on this score, and this score alone, it is with great pleas- 
ure that I introduce the Assistant Secretary of War, Mr. John 
J. McCloy, to the Academy of Political Science! [Applause] 
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PERSONAL IMPRESSIONS OF WORLD 
CONDITIONS 


JOHN J. MCCLOY 


R. DOUGLAS—I see he lists himself as “‘ Doctor ” in the 
ID list of guests here. I don’t know why or how, but 
there it is. (Laughter) I feel that it is at least fitting 
that I should get back to some extent for that crack about my 
inadequacies in fishing. I wish I could go into them a little 
bit further, but I don’t want to take any of your time. Thank 
you very much, Doctor, for the very fulsome tribute you paid 
me. 

Ladies and gentlemen, I am not going to plague you with 
anything that is approaching a travelogue or a speech, although 
I just have come back from a trip around the world. I do 
want to give you briefly a few of the impressions which 
I gleaned from that trip—a most extraordinary one. 

I think that I have to tell you a little of where I have been 
in order to tell you the sources of my impressions. We started 
out from Washington, went to London and attended the tag 
end of the London Conference. We went there because they 
were discussing the question of the control of Japan, the occu- 
pational control of Japan. That was one of the subjects in 
which I was most interested and one for which I was making the 
trip. 

From there we went to Paris, Frankfurt, Berlin, back to 
Frankfurt, then down to Vienna and Budapest. Even the 
destruction in Germany was accentuated by the shabbiness and 
the damage to be found in Vienna and Budapest. That beau- 
tiful city of Budapest, as you know, had the fighting right 
through its streets for over a month, and it is largely a shambles 
at the moment. The injured remnants of its beauty are still 
there, and problems are everywhere—economic dislocation, cur- 
rency troubles, the same sort of problems that we had been 
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finding up in Germany, the same sort of problems they had 
been talking about in London. 

From there we went down the Dalmatian coast; through the 
Gulf of Corinth; over the Canal; around Athens; past Cape 
Sunium to Cairo. When we got to Cairo, it was seething with 
the Jewish Palestine question, so that the unrest and the disquiet 
of Middle Europe were carried into the Middle East. From 
there we went through India, and, although India does not show 
in any way the paralyzing effects of war, that are everywhere 
apparent in Europe, still it was restive, and it was very easy to 
see that it was restive. 

We went from Calcutta over the Hump to Kunming, stop- 
ping off at Myitkyina. The latter is a great place, that little 
spot in the Burmese jungle where so many of the energies of the 
men of this country were deployed on the ground; and now the 
jungle is creeping in on it. It has had its day in history, pre- 
sumably, but it was very interesting to stop there, to learn some- 
thing of the operations that took place there and over the Hump. 
It was a very vivid experience. They killed a king cobra in the 
mess hall close to where I was eating while I was there. 

We went from Kunming up to Chungking, saw the General- 
issimo, went from there to Peking, then went up to North 
China in order to find out what we could about conditions 
there, particularly the situation in Manchuria. We went from 
there to Tientsin and from Tientsin over to Tokyo. 

I think it is time to pause to give you something of the im- 
pressions which I gathered from that part of the trip, at least. 
The outstanding impression that I bring back with me is the 
global character of all the problems that face the world. There 
is no Atlantic Theater, there is no Pacific Theater. The same 
things we were talking about in London they talk about in 
Middle Europe, they talk about in North China. They are 
economic dislocation, currency problems, relations with Russia, 
coal, fuel, transportation. Coal was plaguing every capital in 
Europe, and when I got to Shanghai, it was the most immediate 
problem with which we had to deal. The world is certainly 
an integral unit, and anyone who does not realize it is not “on 
the beam.” 

I want also to emphasize the importance of the problem of 
our relations with Russia. Everywhere you go, that topic is 
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up—the concern over Russia’s ambitions, how far she is going 
to go, how to deal with her—it is in every aspect and every 
corner of the world. It is quite clear that that is the A-1 
priority job for the statesmen of the world to work out. 

The second great thing that you feel—and I think everyone 
who was on the trip with me had the same two vivid impres- 
sions—the second one was the prestige of the United States 
throughout the world. It is terrifyingly high. I say terrify- 
ingly because so many people and so many nations and so many 
groups look to the United States for the one anchorage, the one 
element of stability, the thing which they can “lay to” as the 
basis for the reconversion of their lives. 

It is not all a “gimme” attitude either. They look to the 
United States, above all, for leadership. They look to it as the 
one stable element, as the rallying point around which they all 
can get back to decent living. 

It is, as I say, terrifying when you see how the hopes of the 
world and how people everywhere hang on what we do here. 
While I was going around the world, the news of the strikes 
came out. It passed like a shudder over the world. The con- 
cern was that the one stable point in the world was shaky, too. 
What was there left? It was a very significant thing. They 
did not understand the issues or the motives, but there was a 
feeling that maybe that stake too was shifting in the ground. 

I went on to Japan—Tokyo, Kyoto, Hiroshima. I will just 
say a word about Hiroshima. All the pictures that you have | 
seen of it cannot give you the complete picture of destruction _| 
which actually exists on the ground. It isa perfectly phenom- 
enal thing; there on that delta on which the city was built were | 
approximately four square miles of utter, complete destruc- | 
tion. One bomb did it. 

Japan also is, of course, economically dislocated. There will 
be trouble. There will be malnutrition and great difficulty in 
obtaining the necessary food. Japan has always had to import. 
But of all the areas which I visited in the world, it was strangely 
enough the area which I thought was most in repose. ‘There 
was a definite authority there. They were defeated, but they 
were being told what to do and they were doing it. It was a 
very interesting situation. 
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We left Tokyo and went to Kyoto, as I said, which is the 
only important city in Japan left standing. All the other cities 
of Japan have been burned out, some more, some less. 

We went from there to Iwo Jima, that extraordinary island. 
How the Marines ever got ashore and got across that island I 
don’t know—a grim and perfect example of double enfilade. 
It is an everlasting monument to the courage and the bravery 
of the American Marines. (Applause) 

We went from there to Guam, and I made the mistake of 
going to a Red Cross hut to look at a show. Somebody said 
that I was there, and the cries of “I wanna go home” that 
came up when they learned that made that audience about as 
difficult a one as I have ever had anything to do with. 
(Laughter ) 

) We went to Kwajalein, Honolulu and home. I leave you 
with my last and first thought, which is the global character of 
all the problems of the world and the necessity for American 
leadership to bring this world which is so out of joint into 
some semblance of balance again. Thank you very much. 
(Applause) 
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REMARKS BY THE CHAIRMAN 


PRESIDENT Douctas: I would not for a moment be guilty of carry- 
ing on this family feud; but since the Secretary has raised the question 
as to why the title of “Doctor” should have been applied to me, I feel 
it is wholly fitting to inform the members of the Academy and its 
guests that it has been appropriately done, because it is an indication 
of the patience which I possess. [Laughter] 

Very seriously, Mr. Secretary, in the name of the Academy, | 
thank you. 

“From War to Peace”—the Academy is fortunate tonight in that 
its next speaker is a person of extraordinary talent and extraordinary 
experience. I shall not give you the details of his childhood, nor 
shall I attempt to describe his abilities as a fisherman. 

He was elected governor of the state of Minnesota in the fall of 
1938, the youngest governor that state had ever had. He was 
reélected in the fall of 1940, reélected again in the fall of 1942. 
Feeling, as men of his stamp felt, the pressure of the emergency, he 
resigned his position of governor of that great state, after he had suc- 
cessfully brought order out of confusion, and enlisted in the Navy. 

Shunning the office or desk jobs of Washington, he preferred active | 
duty with the combat forces, and he rose through the various echelons 
of the hierarchy of the Navy to the position of Assistant Chief of 
Staff to Admiral Halsey. I can testify, from conversations with those 
who served with him, that he earned the respect and confidence not 
only of those who, like himself, had gone into the armed forces from 
civilian life but of those professionals who looked upon themselves 
as the possessors of all military knowledge. That is a rare achieve- 
ment and accomplishment. 

Later he was selected by the government of the United States as a i 
delegate to the San Francisco Conference, where the convention draft 
of the United Nations Organization was completed. To the success- 
ful achievement and accomplishment there he contributed much, as 
those who were present are willing to testify. It is a distinction for 
the Academy to have a guest of his stature, and it is a pleasure for 
me to be able to introduce to you Captain Harold E. Stassen of the 
United States Navy! | 

[The audience arose and applauded. ] 
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CAPTAIN HAROLD E. STASSEN, U.S. N. R. 
Former Governor of the State of Minnesota 


HERE can be little doubt that we meet at the opening 
of one of the crucial decades of history. A world- 
wide war, tenfold more destructive than any previous 
war, has ended. It ended, and left in its wake a billion of the 
men and women and little children of the world hungry and 
short of food. It ended, and left a quarter billion of the 
people of the world without shelter. It ended, and left a half 
billion of the earth’s inhabitants, including many on every 
hemisphere, seething in the ferment of political and social 
unrest. It ended, and left fifty millions of mankind wounded 
or ill or long, dreary distances from home, at strange locations 
to which they had been swept by the flood tides of the conflict. 
It ended, and left little white crosses, row on row, around the 
globe, as signposts of the youth, virility and manhood that were 
no more. It ended, as the United Nations were preparing to 
put into effect their Charter for peace. It ended, and left the 
production and distribution systems in great areas of the world 
disrupted and destroyed. It ended, in a rapid succession of 
guns that shot farther, of airplanes that flew greater distances 
with heavier bomb loads, of rockets that outsped sound itself. 
It ended, with the awesome flash at Hiroshima and Nagasaki, 
signalling to the world that science had unlocked the devastat- 
ing and disintegrating force of the atomic bomb. It ended, 
and we face the future. And, what of that future? What 
shall our course be? 

I believe the best way to discuss that future course is to take 
up specifically one of the world’s problems. I believe we can 
best come to grips with the issues of the days ahead by discuss- 
ing frankly and in detail our policy on the world’s major chal- 
lenge of the future—atomic energy. Needless to say, I speak 
tonight as an individual and not in any sense for the Navy or 
for the government. 
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Seeking to find the wise policy as to atomic energy, it 
is important that we first endeavor to clarify basic factual 
information. 

First of all, the successful development of a sustained neutron 
chain reaction -resulting from nuclear fission, as well as the | 
manufacture of the atomic bomb, was a result of many years of 
effort by scientists of many countries, including Denmark, 
France and Germany, culminating in the specific intense work 
by large groups from England, Canada and the United States 
in the Manhattan Project in Washington and Tennessee, and in 
groups at Berkeley, Chicago, Columbia, Los Alamos, Clinton, 
Hanford, and elsewhere. 

Second, scientists do not anticipate that there can be any 
successful scientific countermeasure to an atomic bomb. There 
appears no scientific theory that would provide for its neutrali- 
zation or its advance detonation. 

Third, the production of atomic bombs requires an installa- 
tion of such size that a rigid inspection and an auditing of 
materials by competent scientists could ascertain the presence 
or absence of such production. 

Fourth, it appears likely that the tremendous energy devel- 
oped by the process of nuclear fission and the products derived | 
therefrom, with its alpha and beta particles aad its gamma rays, 
can at some future time be harnessed and controlled for peace- 
ful and constructive purposes for the benefit of mankind. 

Fifth, there is nothing about the scientific features or fabri- 
cation methods of the production of the bomb that cannot be 
ascertained in a relatively short space of years by any group of 
able scientists and engineers anywhere in the world with ade- 
quate plant facilities. 

Sixth, the destructive power in one small bomb is greater 
than a thousand of the greatest bombs made previously, and it 
is physically possible to manufacture these by the hundreds, and 
to increase their destructive power. 

If these are the correct basic facts, then what should the 
policy of America be? Obviously, there are a number of alter- 
natives. The first is the policy of secrecy and suppression. 
Under this policy we would provide for heavy penalties against 
anyone who would reveal any part of the information that was 
not already public. We would keep our own scientists under 
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surveillance. We would investigate all reports of any of our 
scientists meeting with scientists or representatives from other 
countries. We would follow a policy that is inherent in the 
preface of the Smythe report. 


All pertinent scientific information which can be released to the 
public at this time without violating the needs of national secu- 
rity is contained in this volume. No requests for additional 
information should be made to private persons or organizations 
associated directly or indirectly with the project. Persons dis- 
closing or securing additional information by any means what- 
soever, without authorization, are subject to severe penalties 
under the espionage act. 


Under this secrecy and suppression policy, we would give to 
our government extreme powers which it has never approached 
before in time of peace. And, what would be the result? 
Throughout the world other scientists and other engineers 
would pursue the same discoveries, would experiment and 
develop, until they too had atomic bombs. Throughout the 
world the pressure of all governments would be on their scien- 
tists to develop the explosive and the destructive powers of 
atomic energy. Throughout the world the research and experi- 
mentation and the utilization of atomic energy for peaceful and 
constructive purposes would be retarded. Here in America, 
for the first time in peace, we would be restricting the freedom 
of science. For the first time in peace, we would be departing 
from that basic liberty and openness of science which have led 
in the past to our superb scientific achievements. America 
would become less attractive as the home of scientists and we 
would begin to establish conditions of 4 nature similar to those 
which caused many scientists to flee from Germany and seek 
refuge elsewhere. 

Or, as a second alternative, we can say we have no secrets 
from our allies, and open up our entire records and details of 
production to every one of the United Nations, and rely on 
their good faith in their use of this information. 

What then would be the result? Many other nations would 
manufacture some of the bombs. There would be an uneasy 
apprehension between nations as to what their future course 
might be. Changing policies of government and changing 
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leadership would be viewed with uncertainty around the world. 
Relations between nations would be carried on with the dread | 
of possible surprise attacks. All of history says that good faith 
alone is not sufficient for the peaceful relationship between men. 
Good faith must be coupled with a framework of order, of law, 
and of justice. Under the give-away alternative, there would 
be no guarantee of reciprocal openness of information. We 
would, in effect, be increasing the armament of every other indi- 
vidual United Nation. There is no logical reason why each 
nation of the world should have the power to destroy other 
nations. In the past, balancing of power has proved to be, not 
a road to peace, but rather a road to war. 

It is the third alternative that I advocate tonight. This is 
the alternative of placing the control of the atomic bomb defi- 
nitely on the world level. To my mind, it is the only basis that 
has real hope for future peace, stability and progress. It seems 
to me the splitting of the tiny atom, with the destructive release 
of its tremendous energy, urgently requires the uniting on this 
great earth of the constructive energy of all mankind. | 

This new development is one additional powerful reason for 
developing a new and higher level of government to serve man- 
kind. The progress of science, of communication, of travel, | 
and of mass production has already brought the people of the 
world close together. All of history tells us that whenever men 
are living close together, they require a government of some 
form to prevent anarchy and chaos, to establish order and jus- 
tice, and to facilitate progress and well-being. The world 
needed government on a world level before the atomic bomb. 
Now it has become an imperative. 

I present tonight specific detailed recommendations, not | 
because I am insistent that these are the precise answers, but 
rather because it is my observation that to discuss a subject in 
broad terms that mean all things to all men does not contribute 
to clarification or decision. I present exact detail in order that 
men might differ with me, and from the discussion of those dif- 
ferences we might find the way to the best answers. 

The development of atomic energy and of its administra- 
tion on a world level and the utilization of its force for peace 
rather than destruction, as I see it, should be through the growth 
of the United Nations Organization. 
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I suggest that the United States propose an amendment to 
Article 43 of the United Nations Charter, an amendment grant- 
ing to the Security Council the right and the duty to establish 
and maintain a small United Nations Air Force of five bomber 
squadrons and ten fighter squadrons, manned by volunteers 
from the United Nations, not more than one fifth of the per- 
sonnel of any squadron to be of any one nationality background, 
to be based at five different suitable bases around the world, to 
be financed by a small tax on all international travel, and that 
the United States furnish five atomic bombs to each of these five 
bomber squadrons at the five bases around the world to serve 
as the stabilization force for world order. 

I suggest the United States propose an amendment to Article 
26 of the United Nations Charter providing that no nation shall 
manufacture an atomic bomb, and that the manufacture or pos- 
session of such a bomb would be a crime against mankind. The 
present plants would manufacture the number required for the 
World Stabilization Force, and then stop. 

I suggest that the United States propose to the United Na- 
tions that the Security Council be given the right and the duty 
to establish an Atomic Commission of distinguished scientists, 
with the power and the duty to inspect thoroughly all nations, 
including our own, to keep accurate records of fissionable ma- 
terial, to ascertain their fulfillment of the foregoing charter 
provisions. 

I propose that no one shall engage in any nuclear or atomic 
research without registering with this United Nations Atomic 
Commission, but that, once having registered, any scientist 
would be entirely free to carry on scientific research and to pub- 
lish his results to the world. I wish to emphasize that scientific 
freedom is just as important as academic freedom or freedom 
of the press to our way of life. The registration should be 
merely for the protection of mankind as to the location of the 
research, and to facilitate the inspection of the activities. 

I know full well that proposals of this kind will be attacked. 
There will be those who call them visionary, but I might ask 
whether or not to fail to seek some such method would not be 
blindness. Are not each of these proposals, in fact, in the mod- 
ern world, practical, sound and attainable? 
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Some of the clamor of opposition will come from those who 
will say that such a proposal will violate the absolute national 
sovereignity of the member nations. Yes, it will! But the 
narrow concept of absolute nationalistic sovereignty belongs in 
the same historical discard as the theory of the divine right of 
kings. The proposal that I make would not cause the people to 
lose sovereignty. They would be simply delegating a portion 
of their inherent sovereignty to a new and higher level of gov- 
ernmental machinery where it can be more effectively admin- 
istered for the people’s welfare. Principles of government must 
stand the test of service to the people if they are to be respected. 
The concept of absolute nationalistic sovereignty no longer 
serves the people of this world. It is a barrier that prevents that 
successful codperation which every other fact of modern life de- 
mands. It is a fertile source of those clashes and frictions that 
lead to war. And might I add that the diplomats’ squeamish- 
ness about abstract sovereignty, as they refuse to take steps to 
prevent war, does not impress the millions of men who have seen 
the intimate innards of their pals spread over the landscape by 
war. Measures of world codperation, steps of effective working 
together, machinery that serves mankind, should be judged on 
their own merits, not by seeking to apply to them the outworn 
shibboleth of absolute nationalistic sovereignty. 

Another argument in opposition that will probably be made 
is that this proposal does not serve the “self-interest” of America. 
It will be argued that we now occupy a position of great power 
with our armed might, and the possession of the atomic bomb; 
that we should use this power for our own enlightened “ self- 
interest ” rather than diffuse it on a world-wide basis. 

Permit me to meet that argument head on. In my judgment, 
if the selfish interest of America becomes the official guiding 
light of our world policy, it will be one of the most tragic phases 
of our history. The doctrine of “ America First” is purely and 
simply the extension of the doctrine of “‘ Me First”. There is, 
and there will be, a considerable measure of this doctrine in life. 
But if it ever becomes the officially accepted standard to be fol- 
lowed by everyone, the tragedy, chaos and suffering, the de- 
moralization and disintegration, will be indescribable. Selfishness 
is not a virtue for individual life. Neither should it be con- 
sidered a virtue for national life. 
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It is my view that the first pennant nailed to the mast of our 
foreign policy should state the objective to promote the slow, 
steady march of social, economic and cultural progress of all 
mankind and the general welfare of one world at peace. 

Nothing less than that is worthy of America. This does not 
mean a policy of waste and extravagance. It does not mean the 
encouragement of idleness in other lands. It does not mean a 
careless charity that undermines the recipient and dissipates the 
resources of the giver. It does not mean placing the welfare 
of any other individual nation above that of America. It does 
not mean that we should be weak in armed forces. It does not 
mean that we love America less. But it does require a broad- 
ness of concept of our policies, and a recognition of the respon- 
sibility of leadership that Secretary McCloy so vividly presented 
in his preceding remarks. It does require that in our domestic 
activities we constantly be concerned as to their effect on 
peoples of other parts of the world. We are today the most 
powerful nation in the world. We do have the greatest pro- 
ductive capacity. We do have a homeland—thank God—that 
has not been ravished by war. We do have an economy that 
is healthy and strong. If we seek to be selfish and narrow in 
this position, that same selfishness and narrowness will pass on 
down to groups within our country. America will be divided. 
It will be bigoted and intolerant. And our economy will wither. 
Unemployment will increase. We will lose that precise power- 
ful position which we seek selfishly to maintain. 

The broad policy I advocate means specifically that we must 
do more than give lip service to the United Nations Organiza- 
tion. We must do more than coédperate in a manner of detached 
aloof interest. We must seek constantly to give it vigor and 
vitality and contribute to its growth. I know there are those 
who speak of its inadequacy. It is true, as I said long since, 
that it is only a “‘ beach head in the battle for peace ”, that it is 
only “a very small step in the right direction ”. 

But it is nevertheless a tremendously important step. It is 
a vital beach head. It has brought together all of the essential 
elements for effective world administration. It directly and in- 
directly represents three fourths of all the peoples of the world 


and can speak for all. Its purposes are right. I read them to 
you: 
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1. To maintain international peace and security, and to that 
end: to take effective collective measures for the prevention and 
removal of threats to the peace, and for the suppression of acts 
of aggression or other breaches of the peace, and to bring about 
by peaceful means, and in conformity with the principles of 
justice and international law, adjustment or settlement of inter- 
national disputes or situations which might lead to a breach of 
the peace; 

2. To develop friendly relations among nations based on 
respect for the principle of equal rights and self-determination 
of peoples, and to take other appropriate measures to strengthen 
universal peace; 

3. To achieve international cooperation in solving international 
problems of an economic, social, cultural, or humanitarian char- 
acter, and in promoting and encouraging respect for human 
rights and for fundamental freedoms for all without distinction 
as to race, sex, language, or religion; and 

4. To be a center for harmonizing the actions of nations in 
the attainment of these common ends. 


Its machinery and powers are limited. Its veto is restrictive. 
But it is flexible. It can grow. It can be amended. It can be 
changed. Do not sell the United Nations Organization short. 
Do not undermine what you have in an academic discussion of 
what you wish you had. The United Nations Organization can 
be developed in any manner the United States, the Soviet Union, 
Great Britain, China and France, and a majority of the other 
nations wish it to be developed, and, realistically, there cannot be 
effective world government without the agreement of those 
Powers. Let us not lose sight of the fact that the constructive 
economic and social development under the United Nations 
Organization will, in the final analysis, do more to increase the 
chances of a lasting and just peace than will any enforcement 
provisions. The United States must continue to give leader- 
ship in this growth and development. I am tremendously en- 
couraged by the ratification of the necessary five and twenty- 
four, by the successful completion of the work of the prepara- 
tory commission in London, and by the fact that in less than 
two months the first Assembly of the United Nations as a 
definite, functioning organization will take place. This has 
been a bright spot amidst the dark clouds of the deterioration of 
our world relationships which occurred at the London Confer- 
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ence of Foreign Ministers,*a conference, it should be remem- 
bered, that had no connection with this United Nations Organi- 
zation and was not planned and prepared for in the same 
thorough manner. 

The broad policy we are discussing means that we must 
promptly reconvert, develop full production, and proceed with 
plans for the exchange of some of the results of our great pro- 
ductive capacity, with those who need it now, for future raw 
materials and investments and tourist opportunities. 

We should not overlook that the basic long-range facts of the 
world economy are encouraging, even in this tragic winter. The 
threat of Nazi and Japanese domination has been removed. This 
good earth has the capacity to produce enough food for all the 
people on it. The materials are here to construct shelter for all 
who wish it. There is room on the globe for all the people on 
it. But the science of government has not advanced as rapidly 
as have the other sciences, nor as rapidly as has the growth of 
population itself. We need intense study of this art of living 
together. This study should involve not only the development 
of mechanisms of government on a new and higher level for the 
conduct of those affairs that cannot be carried on successfully 
on the old basis of the nationalistic state, but also the develop- 
ment of more effective government at local and national 
levels. The value of a periodic choice by the people between al- 
ternatives in administration needs earnest discussion and analysis. 
The avoidance of a complete political fragmentation of the pop- 
ulation in a democracy to a point where no effective govern- 
ment of continuity is possible needs emphasis. The federal 
principle, its strength and its flexibility; the relations of the eco- 
nomic, social and political structures; the specific question of 
federated economies, co-existent with political alliances; and the 
comparison of men’s existing governments with what they had 
previously rather than with an abstract ideal—all need searching 
consideration. These must challenge the best of intelligence the 
world can apply to them. Surely we have learned through two 
tragic wars and a world-wide depression in a single generation, 
that the failure of men to learn how to live together can destroy 
and devastate much of what all their other intelligence, inven- 
tion, study and toil can create. 
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This same broad foreign policy also means that, throughout 
the world, we must constantly emphasize basic human rights 
more than American rights. I am convinced that if we follow 
such a broad policy as we have discussed tonight, it will not 
result in our own impoverishment—it will not result in our own 
weakness. In fact, we will thrive and grow and be happier 
under the challenge of this course. We will find that after the 
decade goes by we have a healthier economy. We will find that 
we have access to more raw materials and greater markets than 
we otherwise would. We will find that we have a greater meas- 
ure of good will throughout the world; that we have more jobs 
at home; that we are at peace. 

In any discussion of the seriousness and scope of our discus- 
sion this evening, there always arises the question of how it shall 
be concluded. Permit me to merely say—Let us face the future 
with confidence. 


REMARKS BY THE CHAIRMAN 


PRESIDENT Douctas: Captain Stassen, you are the first articulate 
spokesman of this point of view which the country has experienced 
in nigh onto a quarter of acentury. [Applause] You have expressed, 
sir, in the light of scientific evidence recently produced, what historians 
have been pointing out unavailingly to mankind for more than three- 
quarters of a century. 

It is not often that I find myself in accord with a distinguished 
Britisher, but on this occasion, Captain, both you and I agree with 
him when he said that the unrestrained exercise of national sovereignty 
was the serpent in our Paradise. Let us resolve that that exercise of 
sovereignty untrammeled shall hereafter be restrained, checked, and 
held within the limits of reason, lest once more the call to arms 
resound around the world. 

Let us resolve that it is our responsibility, the responsibility that 
accompanies great power, to demonstrate such leadership in this con- 
fused world of ours that this great objective may be achieved. The 
stakes are high—higher, perhaps, than they have ever been before in 
history—and this time, the game is for keeps. Time and our own 
resolution will cast the dice. 
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